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‘*Tannsteel” safes, such as the 
example here shown, photographed 
at the Works of fohn Tann Limited, 
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impact, but also from high-explosives, 
the oxy-acetylene blowpipe, drills, 
circular-cutters and all the devices of 


the modern burglar 
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Peak periods in a bank’s activities sometimes cause strain. The 
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can be obtained, free of charge, from Burroughs Adding Machine 
Ltd., Avon House, Oxford Street, London, W.1. 
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A Banker’s Diary 


In this phase when party feelings supercharge the excessively political 
atmosphere in which public affairs have been conducted ever since the last 
general election, journals such as THE BANKER, who strive for 
objectivity in their approach to national problems—and, in 
particular, eschew the party-political approach—have a pecu- 
liarly difficult task. When dealing with the wider issues 
within its province, THE BANKER’s concern is with the economic and financial 
aspects of public policy; but in these days, when almost every suggested 
course of action tends to be judged by its “ political possibility ’’, it becomes 
ever more difficult to avoid the charge of partisanship, for conclusions founded 
upon economic argument seem, willy-nilly, to be assuming a party alignment. 

Mr. Attlee’s decision was made known too late to permit of extended com- 
ment in this issue of THE BANKER. But on the economic aspects of the problems 
that confront the electorate there is in fact little that need be added to the 
comment and analysis presented in our opening articles this month and last. 
This month’s article describes the impasse that has been reached on the inter- 
national front of Britain’s economic problems; last month’s articles described 
the impasse on the domestic front.* The international and the domestic 
questions are, of course, merely different facets of a single overriding problem: 
how shall Britain carry her due share of the burden of Western defence without 
doing grave and lasting damage to the national economy ? Most right-wing 
critics of the Government believe (but do not always say) that an arms pro- 
gramme on the present projected and necessary scale never will be carried 
through without such damage unless the economy is subjected to a stiff dose 
of disinflation that must involve, among other economies, some pruning of 
social services. A more sophisticated statement of the same proposition is 
that, since consumption must be cut to make room for arms effort without 
drafts on capital at home or abroad, less hardship will be caused if the cuts 
fall rather upon the “‘socially provided ”’ consumption than upon the portion 
that is mainly distributed at the free choice of the consumer. To such argu- 
ments, the Government would apparently retort that rette nchment would cause 
hardship without solving the problem, on the ground that most of the difficulties 
arise from bottlenecks that cannot be removed by disinflation alone. 





October 25 


PURELY economic reasoning would not dismiss this last contention out of hand; 
but it would emphatically affirm that a stiffer budgetary and financial policy 
has an important part to play, and that it is impossible to 

Blood, know whether it could suffice by itself until it has been 
Sweat and honestly tried. More important still, this brand of policy is 
Tears? the only one that offers any chance of success. All post-war 
experience demonstrates that the only alternative means of 

trying to restrain excessive demands upon the fully-employed economy—the 
means of ad hoc physical controls—is bound to fail in a democratic community 
in conditions short of total war. Above all, the economic approach recognizes 








* See ‘The Eclipse of Hugh Gaitskell ’’ and articles on dividend limitation and price-control. 
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that in an economy three-quarters of which still rests upon private enterprise 
it is imperative that private enterprise be given room to breathe; otherwise 
there can be no hope that productivity will rise sufficiently to make the burdens 
of arms and of capital maintenance tolerable. Each of these aspects of economic 
argument leads to the same conclusion—that the most vital need is for greater 
freedom in the functioning of the price mechanism in all its forms. That 
mechanism has to be freed sufficiently to do what physical controls cannot— 
exert a general and pervasive pressure upon excessive demand and provide 
incentives to efficiency and penalties for waste. 

To translate such principles into firm action will require great political 
courage; the present Government, despite its tentative moves in this direction 
since 1948, apparently abandoned the attempt last summer. On the other 
hand, there has been little sign that the Conservative party has been bracing 
itself to launch a new version of blood, sweat and tears. The truth is that any 
realistic economic policy will be unpalatable. The City, in particular, would do 
well to bear this in mind. So far, in its confidence that the next government 
will be a Tory government, it has focused attention almost exclusively upon 
the prospect of escape from statutory dividend limitation, from further nationali- 

zation and from the risk of new drives against capital. It should remember 
that the very object of freeing the price mechanism is to impose economic 
discipline. If such a process succeeded in restraining inflation by choking off 
excessive demand, the efficient would find their rewards less in bigger paper 
profits than in avoidance of the losses that would fall upon the inefficient. 


As this issue of THE BANKER goes to press, the prospects of a mutually satis- 
factory settlement of the Anglo-Persian oil dispute seem to have receded 
further than at any time since Persia revoked the contract 
Moves of the company. Dr. Mossadeq’s ultimatum to the British 
Against Government, threatening the expulsion of the remaining 
Persia members of the British company’s staff at Abadan, has come 
bouncing back to him from Mr. Averell Harriman, who refused 
to act as messenger for the Persian authorities in a move that he said was 
bound to aggravate an already difficult situation. Meanwhile, Britain has been 
compelled to take defensive financial measures against Persia. The first of 
these was to remove the privilege of convertibility that has been attached in 
various forms to Persian sterling balances since 1939. During the war Persian 
sterling was in effect convertible into dollars and protected by an exchange 
guarantee. Since the war Persia had been allowed to convert sterling into 
dollars for the purchase of any goods not obtainable on competitive terms in 
the sterling area. These facilities were withdrawn on September 10. The 
Treasury pointed out that the cessation of oil exports from Persia made it 
necessary for the United Kingdom to spend large dollar sums on replacement 
oil and that in the circumstances the British Government could no longer 
afford to supply Persia with dollars. 

A further measure taken against Persia was to subject all sterling payments 
into and out of Persian accounts to the permission of the Treasury. Persia 
was, and nominally remains, a member of the sterling transferable accounts 
system, for the Treasury intends to allow all transfers of sterling for current 
purposes except those referring to oil transactions. The effect of the new 
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decision is that no country will be allowed to transfer sterling to Persian 
accounts in order to pay for Persian oil, and that Persia will not be allowed to 
use her sterling in order to pay for new oil machinery or for the services of 
foreign oil experts. In addition to these purely financial measures, the British 
Government has suspended export licences for the supply of scarce British 
goods to Persia; in fact, goods actually on the way to Persia have been recalled 
and, where necessary, reimbursements have been made to the Persian buyers. 
Faced with these severe counter measures the Persians have tried to strike 
out at British interests in Persia. In particular they have prohibited the 
British Bank of [ran and the Middle East from transacting any further exchange 
business in Persia and have threatened to withdraw all official and quasi- 
official accounts from it. They also originally tried to refuse permission for 
any British bank to convert sterling into Persian rials; this measure, however, 
was hastily rescinded when the Persians discovered that its main effect would 
be to prevent any further payment of salaries to Persian personnel by British 
companies. The Anglo-Iranian Co. has joined in this general sniping by 
deciding to stop all further wage-payments to unemployed Persian members 
of its staff. This interchange of economic incivilities is unquestionably 
hurting Persia a great deal more than Britain; the British Bank of Iran, for 
example, has made the whole of its net profits since 1949 from business outside 
Persia. As yet, however, there is little sign that Persia is being brought to 
the point of reopening negotiations. 


Ix August Britain incurred its biggest monthly defrcit yet with the European 
Payments Union, one of just under {67.3 millions. To meet this Britain has 
paid back the last £7 millions of the gold that it had previously 

Britain’s accumulated from E.P.U. and has reduced the credit balance 

E.P.U. standing in its account with E.P.U. from £82.7 millions to 
Deficit £22.5 millions. Since May, when these monthly British deficits 
with E.P.U. began, Britain has returned £42 millions of gold 
to E.P.U. and reduced its credit balance by £85.6 millions. Last month’s 
exceptional deficit has been explained in official quarters as the result of big 
seasonal tourist expenditure by British travellers on the Continent, of unusually 
low continental buying of sterling area goods and of heavy buying of European 
consumer goods by the overseas sterling area. It is probable that the August 
figures also suffered from the backflow from speculative purchases of sterling 
during the earlier period of revaluation rumours. The pendulum has now 
swung very much in the opposite direction. Not only are those who over- 
bought sterling goods and anticipated payments liquidating their positions, 
but some foreign merchants are holding off the markets and actually talking 
about the next devaluation. 

The most interesting development in E.P.U. last month was the further 
accentuation of Belgium’s creditor status. The net surplus earned by Belgium- 
Luxembourg in August was equivalent to $63 millions, of which half was taken 
in gold and the balance added to Belgium’s credit with E.P.U. The additional 
credit of $80 millions granted by Belgium to the Union two months ago is 
thus being rapidly exhausted and once again a position is being reached at 
which Belgium will be entitled to take any further surplus accumulated with 
E.P.U. countries wholly in the form of gold. In order to remedy this situation 
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without having to grant further external credits, Belgium has decided to 
handicap its exporters to E.P.U. countries by blocking 5 per cent. of their 
proceeds for at least six months; it is hoped that this will help to divert 
Belgian export trade from Europe to the hard currency markets of North 
America. Belgium is also making special efforts to place orders for coal mining 
equipment in Western Germany, thus helping at one and the same time to 
solve the urgent problem of modernization of the Belgian coal industry and 
to reduce the chronic surplus that the country is running with E.P.U. In 
addition to these specific steps, the National Bank of Belgium last month 
lowered its official rate of discount and began a policy of general credit relaxa- 
tion. Ultimately, it is to be hoped, this mixture of the old orthodoxy and new 
devices should bring the situation under control—just as a somewhat similar 
mixture of old and new policies cured E.P.U.’s previous principal headache, 
the runaway German deficit of last autumn. 


THE Gas Council’s first call for £37} millions of the £75 millions subscribed 
to its recent loan was made during the period covered by the clearing banks’ 
statement for August. Much of this call must have been 

Deposits and addressed to the Government departments (thus necessitating 
the Deficit a switch out of internally-held floating debt), while most of 
the proceeds are known to have been used to repay bank 

advances. Yet the clearing banks’ statement shows that the Treasury was still 
able to repay nearly {60 millions of floating debt to the commercial banking 


August, Change on 

1951 Month Year 

£m. £m. {m. 

Deposits = or ss ~ 6132.9 — 41.5 + 164.8 
‘ Net ’’ Deposits* oa é 5907.1 — 58.4 + 128.7 

%ot 

Cash , ate 515.5 (8.41) “ee + I1.4 
Money Mavhket . hes ets. sac as 1757.2 (28.7) — 75.2 — 122.8 
Call Money ea a ea 572.6 (9.3) — 10.3 + 28.8 
Bills a? ad Paes 1184.6 (19.3) — 64.9 — 151.6 
Treasury Deposit Receipts a acs 306.0 (5.0) + 16.0 — 61.5 
Investments plus Advances .. bi 3400.6 (55.5) + 0.8 + 299.1 
Investments ~s ne =a 1549.0 (25.3) — 2.5 + 49.6 
Advances .. ata ne “i 1851.7 (30.2) + 3.2 + 249.5 


*After deducting items in course of collection. tRatio of assets to published deposits. 


system, and that clearing bank advances rose by over £3 millions in the month. 
As a result, net deposits declined by more than {£58 millions. 

Two conclusions must be drawn from these figures. The first is that the 
Government has clearly been getting a great deal of outside money from some- 
where—and the obvious source of this is the sterling counterpart of the country’s 
external deficit. Thus the decline in bank deposits in August should not be 
regarded as a welcome sign of diminishing inflationary pressure, but as a 
symptom of Britain’s known economic malaise. The second conclusion is that 
industry’s demands for bank advances are continuing to rise insatiably. The 
quarterly classification of advances made by all members of the British Bankers’ 
Association (re produced in our usual table on page 263) confirms this conclusion, 
for it shows a rise in advances of nearly £70 millions, to over £1,964 millions, 
in the three months to end-August; this compares with a decrease of £24 
millions in the corresponding quarter of last year. One of the most notable 
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increases shown in the table is that of {11 millions, or approximately 11 per 
cent., in borrowing by the engineering industry—a first sign, perhaps, that 
rearmament is getting into its stride. Among the other groups, the textile 
industries (with the notable exception of wool) also show a marked increase, 
while advances to public utilities (other than transport) have declined by only 
{7.4 millions, despite the repayments by the Gas Council. The general im- 
pression left by the table, however, is that those industries that usually 
increase their borrowing at this season have done so by more than they did in 
1950, while those that should be making seasonal repayments are lagging 
behind. The evil effects of inflation, in other words, are now nation-wide. 


THE Treasury published last month, as Cmd. 8354, a tally of Britain’s inter- 
national reserves and liabilities between 1931 and 1945. These figures can be 
combined with material from recent balance of payments 
Britain’s White Papers to provide a valuable twenty-year statistical 
Balance Sheet series—although it is, unfortunately, one that is marred by 
since 1931 a discontinuity in definitions and sources on either side of 
1941. The accompanying table, however, makes possible 
an interesting comparison between post-war fluctuations in Britain’s reserves 
and liabilities and similar fluctuations in the pre-war days of free capital 
movement; it also throws the very serious war-time deterioration of Britain’s 

position into its proper perspective. 

U.K. RESERVES AND LIABILITIES 
(Year-end Figures: £ millions) 


U.K. External Liabilities 

Gold and Dollar British l 
Reserves* Empiret Europe Total 
tog? .. oe 171{ 195 173 4IL 
1032. < 206 246 159 468 
1933 .- + 372 275 135 | 538 
1934 -. rar 415 } 3106 131 580 
1935 -- ne 493 340 188 | 600 
1936 .. ‘ie 703 358 281 | 721 
1937 .. os 825 387 355 808 
rage .. e 615 339 | 226 598 
1939 .. 5 545 362 134 517 
1940 .. ie 108§ 544 98 680 
I94I .. ‘ 141 924 | 180 1,170 

| | 

| O.E.E.C. 

| Sterling Area Countries 

1941 .. Fe I4I 665 208 } 5,272 
1942 .. - 254 987 280 1,642 
1943 -- s 457 1,433 345 2,350 
1944 .. oa 6oL 1,914 370 3,015 
1945 .. oe 610 2,454 421 3,688 
1946 .. = 664 2,417 424 3,747 
1947 .. Sx 512 2,288 481 | 3,985 
1948 .. * 457 2,361 371 3,822 
1949 .. a 603 2,352 441 4,001 
1950 . 1,178 2,734 398 4,333 





. At wales current at each date. Excludes Bank of England holdings after 1939, 
since when the amounts have been negligible. 

+ Includes mandated territories and Egypt. 

: Figure shown in Bank of England return of December 30, 1931, revalued at market 
price on that day. 

§ Cmd. 8354, which gives end-quarter figures as well as the end-year figures summar- 
ised above, shows that the reserve fell to a low point of £65 millions at end- -June, 1941. 
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The figures show that the sterling value of the gold reserve mounted by over 
£650 millions in the six years to end-1937, but turned abruptly downwards 
when confidence ebbed in the spring before Munich. By the summer of 1941, 
war purchases had reduced the reserve to only £65 millions—almost the whole 


of which was earmarked against immediate debts. Lend-Lease, and later the 


heavy expenditure of American forces stationed in British territories, came 
to the rescue and permitted a replenishment of the reserves. On the other 
side of the ledger, Britain’s external liabilities rose by nearly £400 millions 
in the six years to end-1937. Just under £300 millions of this foreign money 
(nearly all of it non-Empire money) was withdrawn in the next two years, but 
from end-1939 onwards external liabilities began to mount rapidly as Britain 
poured out large sterling sums in payment to India, Egypt and other countries: 
in the last three years of the war the sterling debts were increasing at a rate of 
some £700 millions a year. 


BRITAIN’S prolonged efforts to induce Germany to enter the sterling trans- 
ferable account system have been crowned with success. Germany’s admission 
to the system became effective on September 1 last. Its 

Payments earlier hesitations about joining the club were, in part at 

with least, prompted by the United States financial advisers, to 

Germany many of whom the sterling area and the works of the devil 

are synonymous terms. Germany’s readiness to come into 
the system is thus a sign of her growing autonomy, and may be read in the 
context of the recent instructions sent to the Allied High Commissioners to 
promote West Germany from the status of an occupied country to equal 
partnership in the Atlantic Pact. As a transferable account country Germany 
is now bound to accept sterling from other members in settlement of direct 
current transactions between them; given the present and prospective state 
of the British balance of payments it is probable that some additional sterling 
may accrue to Germany as a result. From Germany’s point of view this may 
mean a more rapid repayment of the overdraft previously incurred with E.P.U,, 
and a greater opportunity to obtain gold from that institution. For Britain 
the new step may spell a more rapid decline “into the red” with E.P.U. 
Nevertheless, the step to regularize British payments relations with this 
ex-enemy should be welcomed on long-term considerations—as should the 
new payments arrangements with Japan that are described in an article on 
page 239. 

Even without this prospective aid, the German position with E.P.U. has 
been improving at a very rapid rate in recent months. The surplus of $51.1 
millions earned in August involved the restitution of all but $10.2 millions of 
the gold previously lost to the Union and reduced to $140.7 millions the 
accumulated German debit balance in the E.P.U. books. The remarkable 
surplus at which the German balance of payments is running with other 
European countries may suffer somewhat when West Germany is called upon 
to do its fair part in the rearmament effort. Meanwhile, however, the evidence 
of current payments does not support the extremely cautious attitude that the 
German authorities are still adopting towards the external debt discussions, 
the next round of which is due to start in London soon. 
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Back to Dollar Shortage 


Foe a brief spell early last month, the spot-lighting of urgent economic 








problems was turned away from the domestic side of Britain’s worries and 

firmly focused upon the international aspects of defence economics that 
formed the substance of a bewildering sequence of discussions, formal and 
informal, in Washington and Ottawa. For a British government in the throes 
of making its electoral decision, any distraction of public attention from 
forebodings of a bleak winter was doubtless welcome, brief though it was bound 
to be. Indeed, there would have been no distraction at all had the ordinary 
elector been able to read the portents of what British spokesmen seem to have 
been saying about Britain’s economic troubles in their transatlantic talks. 
But the major discussions on the economic and financial aspects of defence 
have taken place behind closed doors, and the published reports have not been 
of a kind to catch the popular headlines. This makes it the more necessary to 
piece together a picture of the important economic issues with which these 
talks have been concerned. They have spread over a wide range, 
including Britain’s balance of payments problems and those of western Europe 
as a whole, questions of raw material supplies and international prices and 
East-West trade, the scale and pattern of American aid, and the thorny issue 
of how the North Atlantic powers should share the burden of their joint defence.* 


BRITAIN’S PAYMENTS CRISIS 


On Britain’s own problems, especially the balance of payments problems, 
the picture that emerges is tolerably clear. The payments difficulties that 
began to loom large in the early summer have rapidly intensified until they 
assume the proportions of a major crisis. They are no longer confined, as 
the Government apparently at first hoped that they might be, to the “ overall ”’ 
balance, to a mounting aggregate deficit that might perhaps be largely 
financed by further accumulations of indebtedness to the sterling area. In 
Mr. Gaitskell’s own words, “ the dollar problem is with us again, and looks 
like being with us for a long while’’. The measure of its re-emergence will 
not be available until the third-quarter figures of sterling area gold and dollar 
payments are released in a few days’ time ; but it has been widely reported 
that they will show a deficit approaching $500 millions, compared with surpluses 
of $54 millions and $3 360 millions in the second and first quarters respectively. 
An ominous harbinger is the record deficit incurred by Britain in the August 
settlement of the European Payments Union—a deficit of £67 millions, which 
involved Britain in the resale of the last remaining portion of the gold received 
from E.P.U. during its first nine months of operation and reduced the U.K. 
cumulative credit at E.P.U. to only {22 millions. It is significant, too, that 
although the authorities declare the third quarter’s deficit to have been swollen 
by non-recurring factors, they now seem to be even more worried about the 
dollar problem ‘than about the disequilibrium on the balance of payments 
asa whole. Yet the gravity of that aspect is all too apparent. 
The visible deficit shown by the August trade returns (with imports 





* In addition, there were the pechdenes of particular concern to the International nee and the 
International Monetary Fund ; these are discussed in articles on pages 219 and 2 























212 | THE BANKER 





valued c.i.f.) was below the peak of £149 millions touched in June, but it 
raised the cumulative figure for the current year to no less than £808 millions, 
in contrast with only £270 millions in the first eight months of 1950. If 
imports are roughly converted to an f.o.b. basis, and if both imports and 
exports run at the same average rate for the rest of the year as they did in 
the first eight months, the “true ’’ visible deficit for 1951 would be not far 
short of £800 millions, or more than five times the visible deficit for 1950. 
On the Chancellor’s own estimate of net invisible income, the aggregate final 
deficit would be nearly £400 millions—by far the biggest peace-time gap ever 
recorded, with the sole exception of the disastrous 1947, when it was £545 
millions. This calculation, moreover, may err on the side of optimism, for 
although import costs this autumn should be lower than in recent months 
(during which the aggregate deficit has been running at the fantastic annual 
rate of around £750 millions) they will still be much above their level of the 
early part of the year. 
CHOICE OF EVILS ? 

Obviously, Britain dare not allow such a strain upon external reserves 
and liabilities to continue for much longer; and it is hard to understand why 
Britain’s spokesmen in Washington have not put this total disinvestment in 
the very forefront of their portrayal of the balance of payments problems. 
One explanation may be that they regard this violent deterioration as primarily 
due to the extreme abnormalities of the year’s experience, resulting from the 
astonishingly rapid deterioration caused in the terms of trade by world 
reactions to Korea and rearmament. This attitude gives rise to the suggestion 
that so high a rate of total disinvestment is as “‘ unnatural ’’ as was the earlier 
extremely rapid growth of gold and dollar reserves, since both tendencies can 
reasonably be regarded as different facets of the same phenomenon. Cer- 
tainly, the official attitude now is that the easing of dollar difficulties in 1950 
was merely a temporary aberration from a chronic tendency. Britain, it is 
implied, cannot nowadays expect to solve both the dollar and the sterling 
problem—or at least cannot hope to do so while shouldering rapidly rising 
burdens for defence. If the sterling area’s dollar account is in surplus it will 
be because high prices are obtainable for the dollar-earning primary materials; 
and, if they are high, Britain’s terms of trade will be bad and the U.K. 
“ overall ’’ account will be in deficit. Alternatively, if the terms of trade are 
relatively good so that the U.K. “ overall’’ account can be balanced, the 
sterling area dollar account will be heavily in the red. At present, because 
of the time-lags during a phase of violent change, Britain is suffering in both 
ways (just as it was temporarily gaining both ways in the second half of 1950); 
but in the long run it is the dollar problem that is likely to be most dangerously 
persistent. 

There is some element of truth in this line of argument, but it would be 
reasonable to make it the basis of present policy only if the “‘ overall ’’ deficit 
could be expected virtually to close itself by the ‘‘ natural ’’ improvement in 
the terms of trade. In fact there is no reason yet to expect the improvement 
to be of the magnitude required; and it cannot be realistic to focus almost 
exclusively upon the dollar problem until Britain’s total exports have been 
raised, or total imports cut, sufficiently to reduce the “ overall ’’ deficit to 
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manageable dimensions. In the circumstances, one is bound to suspect that 
the Government’s blind eye towards the sterling problem is explained chiefly 
by a belief that no solution for it would be discernible in any case—and by a 
calculation that a sterling crisis is very much less likely than a dollar crisis to 
have catastrophic effects in the short run. 





VIsTA OF BLIND ALLEYS 

At all events, in this context Mr. Gaitskell and his supporting spokesmen 
in the recent talks seem to have been chiefly concerned to explain how the 
dollar difficulties may menace Britain’s defence effort, and why those diffi- 
culties are inseparable from that effort. In effect, it seems, the Government 
sees before it a series of blind alleys. It feels that it has already cut dollar 
imports to the bone, and that any substantial cuts in bulk imports of any 
kind would involve either serious industrial dislocation or cuts in basic rations 
and other essential foods. Virtually the only slack in the import programme, 
it would contend, arises from the recently extended freedom cf entry for 
goods from the O.E.E.C. countries—and any plunge back into discriminatory 
policies in this sphere would rudely disturb the still not too smooth waters of 
European co-operation, apart from giving violent affront to American opinion. 
It is hinted, too, that any effort to prune imports from the United States and 
Canada would also be open to objection on this score—an argument that has 
been subtly used to invite the U.S. Treasury to take the initiative, from 
which Britain coyly shrinks, in the matter of the waiver of capital repayments 
on the 1946 dollar lines of credit. And, on top of all this, sheer physical 
shortages compel Britain to lean still more heavily on certain categories of 
dollar imports if British industry is to continue working to capacity while 
making its switch to arms production. 

A similar blind alley is regarded as limiting the export possibilities. This 
year’s huge deficit on the aggregate balance has arisen despite the fact that 
exports from the engineering and other metal-using industries have not yet 
felt the force of diversions of industrial capacity to defence work, partly 
because defence production (as distinct from the placing of orders) has 
developed somewhat more slowly than had been expected. The Economic 
Survey’s project for a major switch of export goods from heavy industry and 
metal products to consumer goods still lies ahead; but_the more it is examined 
the less promising does it seem. Overseas markets have not shown any 
avidity for British miscellaneous consumer goods, and the latest twist of 
pessimistic argument contends that, even if such exports could be sub- 
stantially expanded, the capture of markets would be achieved only at the 
cost of such damage to the terms of trade as to make the effort scarcely worth 
while. If that were true, the only other means of maintaining exports, given 
the limitation upon the capacity of the industries producing heavy electrical 
equipment, road-making machinery, tractors and all the other goods for 
which there is everywhere a voracious appetite, would be to cut down further 
the domestic programme of capital formation. But most of that avenue for 
cutting seems as effectively blocked as is the arms programme itself. 

The picture that emerges is, in fact, one of a Government so dazed that 
it is not even attempting to get out of the maze, preferring to try to collect 
its wits by standing still—in the hope, perhaps, that someone will come to 
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help it out. Nobody whose critical faculties are not suppressed by that most 
dangerous of all post-war vetoes, the doctrine of “ political impossibility’, will 
be persuaded by such defeatism that the scope for self-help has been exhausted. 
Yet it may be true in the end that further external help will be 
needed in any case if Britain’s defence programme is to be carried through 
without doing grave damage to the national economy. It is fair to add, too, 
that apart from the abortive gestures of last year (whereby any large defence 
expansion was to be specifically conditional upon the receipt of a grant of 
‘free ’’ dollars), the Government has not solicited any generalized aid—not, 
at least, overtly. It has seemingly submitted uncomplainingly to the situation 
created by the “ suspension ’’ of Marshall Aid nine months ago. 

In the recent talks, British requests for American assistance have apparently 
been carefully confined to two particular lines of approach. It has been 
emphasized again—as has been done many times since Mr. Attlee’s démarche 
of last year led to the establishment of the International Materials Con- 
ference—that the arms expansion cannot proceed according to plan unless an 
indispensable minimum flow of certain critical materials is maintained; and a 
specific request was lodged for release of American steel. Incidentally, the 
interchange showed just how difficult it may be to secure substantial relief, 
as and when new scarcities arise; an incorrect report that Mr. Gaitskell had 
sought (and had been promised) an amount three or four times the 750,000 
tons of steel actually requested provoked an immediate and noisy outcry in 
Congress. 

SCOPE FOR STABILIZING PRIMARY PRICES 

Britain’s second line of approach has been to solicit American collabora- 
tion in a shadowy plan, already mooted by Mr. Gaitskell in Paris, for the 
international control and stabilization of prices of the principal primary 
commodities. The compelling argument here is, of course, the weight of the 
burden flung upon Britain and upon other western European countries by the 
unprecedented uprush of commodity prices in the first nine months of the 
Korean war—as well as the dislocation caused by subsequent violent relapse 
of some of them. Mr. Gaitskell has pointed out that if Britain were to meet 
the loss involved in this year’s deterioration of the terms of trade, a greater 
diversion of productive resources would be required than will be absorbed in 
this year’s defence expansion. 

It is easier, however, to see the evils of wildly fluctuating prices than to 
devise and adopt practicable means of preventing them. If Mr. Gaitskell is 
appealing for agreement among the North Atlantic powers (and among as 
many others as can be induced to collaborate) to exercise due self-restraint 
as scarcities arise, and to avoid any such wild scramble as last year’s, he deserves 
and may get a sympathetic hearing. But if he hopes to develop ‘the present 
rudimentary machinery of international allocation into an instrument to 
support formal schemes for the pegging, or even the regulation, of primary 
prices, he will deserve little support and will probably get less. Even if most 
interested parties co-operated, it must be still more sure in the international 
sphere than in the domestic that attempts at price control could work 
tolerably well only in conditions in which they are virtually redundant— 
because the countries concerned are prepared to cut down most of their 
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‘excess’ internal demand at source, by firm disinflation and/or tight 
rationing. In any other conditions, most attempts at international control 
would either be hopelessly uneven in their incidence or would break down 
altogether; while, to the extent that they worked at all, the arbitrary restraint 
upon prices would both sustain the excessive demand and deter the expansion 
of supply. For all that, there is undoubtedly fruitful scope for joint dis- 
cussion and some degree of concerted action in pursuance of the broad 
objective. Much could be achieved by common sense and a little give-and- 
take; but in that context it has to be said that Britain’s position, and especially 
that of the British Commonwealth, is somewhat invidious—since it is the 
sterling commodities that have fluctuated most violently, and it is the dollar 
commodities that are now subject to allocation. 


EvuROPE’S PLEA FOR AID 

No insight is needed to discern that these are problems of vital concern 
to all the nations of the free world, and especially to the members of the 
North Atlantic Treaty Organization. The burdens of raw material scarcity 
and wildly fluctuating prices are no more concentrated upon Britain than are 
the associated problems of the balance of payments and the recrudescent 
dollar shortage. The pervasiveness of dollar difficulties is all too readily 
deducible from the transformation that has lately taken place in America’s 
visible balance of trade, and in the swing from heavy gold efflux to rising 
influx. Among the several nations of the western European community, 
these many problems present themselves in different ways, and each country 
is under strain, though not equally so. Britain has no monopoly of difficulty 
and hardship. On the other hand, it would be grossly unfair to suggest that 
the British Government is alone in its posture ‘of defeatist impotence; even 
more exaggerated postures of this kind can be found among continental 
members of N.A.T.O., where there is often much less excuse for them. On 
such matters it may be unreasonable to generalize, especially where the 
relevant data are so few; but there seems to be a crucial distinction between 
Britain’s position and that of most of its continental allies. Britain is hinting 
at the need for aid to ease the burdens that press upon it after it has launched 
a Major arms expansion and has committed itself to steady further expansion. 
Most continental powers are still demanding aid as the prerequisite of an 
expansion that has barely started and “ cannot ’ ’ proceed much further with- 
out it. Though Britain still has potentialities for self-help that the Govern- 
ment cannot or will not see, by comparison with others she has no reason 
whatever to be ashamed of her record. If she needs aid, she needs it to 
prevent grave and demonstrable damage to her economy—and especially to 
prevent the accumulation of yet another huge block of international indebted- 
ness that would weigh intolerably upon the efforts of a ‘‘ post-rearmament ” 
world to struggle on to the road, just approached in these past six years of 
toil, towards freer, non-discriminatory trading. Other countries plead for aid 
because they cannot grapple with the fiscal and monetary aspects of arms- 
generated inflation. Or they lean heavily upon the argument that they dare 
not cut consumption lest they open the floodgates to communism, and thereby 
imply that the whole burden of their rearmament must in effect be carried 
for them—ignoring the fact that this argument is not conclusive of itself but 








THE BANKER 





depends on difficult questions of magnitude. Others, still more curiously, 
plead that unaided defence outlays are ‘‘ impossible ’’ because of the shortage 
of savings—in under-employed economies. The “‘capital’’, they say, for 
putting their unemployed to work must come from outside. 

The so-called ‘‘burden-sharing exercise’, in which N.A.T.O.’s Financial 
and Economic Board has lately been engaged, following many months of 
desultory discussion, has certainly done little to straighten out these funda- 
mental divergences of approach. At all events, it had not done so when the 
meagre fruits of these arduous labours were transmitted for the deliberations 
of the ministerial representatives of the N.A.T.O. powers in Ottawa last 
month. The interim report, which was all that the F.E.B. had been able to 
produce in time, tabulated the separate national statements of defence 
programmes, launched or tabled, with the several expenditures expressed as 
percentages of gross national product and related to national income per head 
of population. But the officials had not succeeded in getting these several 
statements framed upon any agreed and reasonably uniform basis, or even in 
reaching agreement upon what national expenditures are entitled to rank as 
defence outlay in each particular case. Perhaps the officials need not be 
reproached for that, for the difficulties that have emerged even in this 
preliminary attempt at fact-finding have been extraordinarily intractable. 


APPROACH TO BURDEN-SHARING 


The difficulties of definition have served to underline, moreover, the much 
greater difficulty of deciding what criteria are relevant for the measurement 


DEFENCE BURDENS AND GROSS NATIONAL PRODUCT 
Current Defence Net National 


Budget as % [Income per Head 
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Canada.. ) 1,022 
Belgium “as a — 3 676 
Denmark pa oa sod 3 737 
France .. i ice e 555 
Italy .. + we se 7 248 
Netherlands .. - ce 8 454 
Norway ae a Roa 6 534 
Portugal _ a F 3 150 


of relative sacrifice and burden. Mere comparison of percentages of gross 
product expended, or to be expended, even if the definitions were uniform, is, 
for example, a grotesquely inadequate test of relative burden; and it would 
still be less than adequate even after the crude percentages have been adjusted 
by the raising of those for countries with a low national income per head, or 
the reduction of those for high-income countries—on the principle of pro- 
gressive taxation. Such adjustment is obviously necessary, but it still leaves 
out of account the even less commensurable aspects of relative sacrifice—such 
as the “ dislocation ’’ damage done to a particular country by the disruption 
of export markets, cutting of civil investment or piling up of external indebted- 
ness on the one hand, or the opposite considerations that some countries may 
actually strengthen their economic fabric by embarking on defence works, 
such as necessary improvements in internal transport or roads. 
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These reservations need to be kept firmly in mind when scrutinizing the 
table, on page 216, showing unadjusted percentages of current defence 
budgets to gross product. Especially is it necessary to recognize that nearly 
all the incommensurable burdens fall with particular force upon Britain, 
with her high degree of dependence upon imported materials and food and 
therefore upon export trade. Even apart from such considerations, it is 
apparent from the difference in income levels that Britain’s present defence 
budget (as measured by work in hand and orders already placed‘ represents 
a much greater sacrifice than does America’s; and if the other criteria are 
taken into account, it can reasonably be argued that Britain’s real burden is 
the biggest of all. On moral grounds Britain is clearly entitled to expect 
aid from its fellows—which in practice means that equity entitles it to a 
substantial slice of whatever dollar relief is forthcoming from Western Europe. 
But, even if equity were measurable in such terms, it would be bound to give 
place to expediency; the hard fact is that the defence effort of some conti- 
nental countries obviously never will get well started without a minimum 
ration of aid, given regardless of nice considerations of equity, the due weight 
of which will always be open to debate. 

The ministers assembled in Ottawa obviously did not come near to devising, 
even on paper, a workable solution of these vexed issues. But the meeting 
has undoubtedly served the vital purpose of bringing the economic and 
financial aspects into the forefront of the problem of European defence effort. 
It has demonstrated that economic difficulties must be resolutely faced if 
Europe’s own defence programmes are to proceed. It has emphasized afresh 
that the fundamental object of such programmes will be defeated if they can 
be forced through only at the cost of grave and lasting damage to the economic 
and social structure. And it can have left no one in doubt that, sooner or 
later, there will have to be a new approach to the problem of aid and its 
apportionment—which means, in the end, a still more liberal flow of aid 
from America. 


AMERICA’S AID PROGRAMME 


At present, the climate for such an approach is not propitious. The 
United States Congress, in its zeal for pruning the hugely expanded budget 
(three-quarters of which is destined for defence, broadly defined), has reserved 
its most powerful shafts for the easiest targets—the foreign aid programme. 
President Truman’s requested total of $8,500 millions, already heavily lopped 
by the House, has been reduced by a further $215 millions by the Senate, 
to just under $7,300 millions, and the hoped-for compromise cannot do more 
than restore a part of this latest cut. Worse still, the axe has fallen with 
disproportionate force upon the “ economic ” portion of the programme, the 
portion that is in effect the final year’s provision of the original Marshall Aid. 
Whereas the military portion has been cut from the President’s Ss original figure 
of $6,250 millions to $5,250 millions, the economic portion has been lopped 
by $600 millions to $1,650 millions, of which $1,100 millions is earmarked 
for Europe (and none, apparently, for Britain). The tactics of the Adminis- 
tration have gone sadly awry. Its anxiety to support its plea by demon- 
strating the success of the Marshall plan has given the quite unintended 
impression that no more “ civilian ’’ aid is needed; and its further effort to 
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demonstrate that all aid serves a defence purpose led it to shift to the 
economic programme supplies such as machine tools and critical materials 
that are specifically and directly required for European defence. The severe 
cut in this portion is therefore even more damaging than the mere figures reveal. 

This slender fund is the only direct source of aid for setting Europe's 
defence production to work, for more generalized economic purposes indis- 
pensable for defence effort, and for any “free ’’ dollars to give relief from 
consequential burdens imposed on balances of payments. The programme of 
military aid as such is intended to be confined to deliveries of actual defence 
material and services, so that the only other channel through which American 
finance may be linked with European defence production is the budget for 
America’s own forces. This does provide a loophole through which some 
particular kinds of relief may be afforded indirectly—but only, it seems, 
where the country concerned has unutilized capacity, notably reserves of labour, 
that can be mobilized for works or production directly required for the U.S. 
forces. By such means, Italy might secure the ‘ ‘capital ”’ needed to harness 
her unemployed in defence production (the “capital ’’ in this case being 
represented by an uncovenanted accretion of dollars as the supplies are paid 
for), and other countries may reap a dollar harvest from, for example, domestic 
improvements in transport services regarded by the U.S. forces as of strategic 
importance for them. But the scope for such indirect relief has technical 
limits, and if an attempt were made to widen the loophole further, any addi- 
tional flow through it would be at the expense of America’s own defence 
effort. In any case, there is obviously no room for generalized aid of the kind 
that Britain, in particular, would need. 


* 


There the matter must rest for the time being. The next moves must 
come from N.A.T.O., which, having at last appreciated the importance of 
these problems, must now proceed to a much more adequate presentation of 
the ‘“‘ burden-sharing ”’ exercise and to a thorough marshalling of the case for 
aid. It is now quite certain that it cannot complete these tasks before 
its further meeting this autumn; but, wher it does so, the ball will be tossed 
into the court of the U.S. administration—which, if it agrees to play, will then 
have to wrestle with the tactics of approach to Congress. Even on the most 
optimistic assumptions, all this will take much time; meanwhile the economic 
problems will pile up for those in Europe who are already launched into 
armament expansion, and the efforts of the laggards are likely to go on lagging. 
But if Britain and its European allies must count in the end upon a further 
instalment of far-sighted relief from across the Atlantic, they had better lose 
no time in pushing self-help to the limits. Knowledge that help is needed— 
and even, in Britain’s case, a conviction that it would be no mere subvention 
but a due apportionment of burdens shouldered in the common interest—is 
no excuse for the present attitudes of paralyzed bewilderment. In Britain, 
the crying need is for a sterner financial] policy; in some continental countries 
the need is the same, but a prior one is to get a grip of the facts of economic 
life. Unless a little more toughness and realism can be imparted to domestic 
economic policies, the European allies may find it prudent to drop the 
euphemism “ burden-sharing ”’ from the “ exercise ” that they eventually pass 
to Washington. 
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Has the Fund Failed ? 


HE annual meeting of the International Monetary Fund last month was 
Ts cheerless affair, especially by contrast to the confident concurrent 

meeting of the World Bank. It was, however, an important meeting— 
more important, perhaps, than has been generally realized in banking circles 
in this country. For the dominant feature of the conference was not the 
expected and largely sterile controversy about what should happen to exchange 
controls when the “ post-war transitional period ’’ comes to its official end 
next March. It was not even the highly controversial subject of premium gold 
sales, which does not appear to have been mentioned at all during the meeting 
of Governors, but came up at a subsequent meeting of the Board of Execu- 
tive Directors. The Board, while reaffirming its belief in the principles of its 
gold policy, has in effect now given each member country complete freedom to 
deal with the problem of premium gold sales as it wishes—in the light of its 
own assessment of its obligations to the International Monetary Fund. That 
was one outcome of the Washington meeting hardly calculated to restore the 
prestige and authority of the Fund ; and it is this weakening of its prestige 
that lies at the root of the basic controversy, which runs much deeper than 
these issues of exchange controls and premium gold. 

By the end of the meeting it was clear that there were two very different 
views on the way in which the Fund should henceforth develop, and a very 
evident danger that it would fail to meet the needs of either. There are 
some people, indeed, who maintain that it has already so failed—that the 
bold Bretton Woods concept of setting up a central arbiter and inspirer of 
international monetary policy is irretrievably dead, and that member countries 
therefore spent $4,597,954 last year (and will spend $4,830,450 next year) 
on the upkeep of an old-fashioned and ineffectively nagging spectator of 
world economic events. If this view is to be proved wrong there must be 
some swift compromise between the views of the I.M.F. staff and the views 
of member Governments—especially, as it happens, the British Government. 
The object of this article is to outline the divergence of views that has arisen, 
and to examine whether adequate grounds for such a compromise exist. 

Of the two divergent views about the desirable future réle of the Fund, 
that put forward by the United Kingdom was the more clearly defined. It 
was also, on reflection, the more clearly wrong view. The British repre- 
sentatives, led by Sir Leslie Rowan, argued in favour of a more positive use 
of the Fund’s resources to tide over the special balance of payments deficits 
incurred during the rearmament period. Three years ago, it will be remem- 
bered, the Fund announced that it would not sell dollars to O.E.E.C. countries 
as long as Marshall Aid was flowing to them. Now that flow is nearing its 
end, Sir Leslie Rowan argued, the Fund should reconsider its decision; he 
believed, in effect, that the Fund should help to patch up any dollar deficits 
that are generated by rearmament but are not filled by mutual defence aid. 
Quite apart from other considerations, the British authorities could point out 
that it is detrimental to the health and morale of any organization to remain 
passive, and to pay current expenses out of capital. For nearly twelve 
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months the Fund has been wholly passive, so far as new exchange operations 
are concerned. Its last such operation was the sale of £10 millions to Brazil 
in December, 1950. For the rest, the Fund has “ unwound ”’ previous opera- 
tions. In the financial year to April 30 last it earned an income of $2,671,872, 
ugainst the expenditure of $4,597,954 already referred to. 

The Fund’s retort to this British view is, of course, that the British 
Government misunderstands the whole purpose for which the International 
Monetary Fund was created. The Fund was never meant to block up deficits 
caused by fundamental disequilibria in world balances of payments. Its 
main object was to clear the way for stable and non-discriminatory trade. 
The authors of the Fund’s constitution believed that if each member put its 
internal house in order, non-discriminatory trade could be carried on with 
only temporary relapses into serious deficit by individual countries. The 
Fund's job was to act as lender of last resort to countries that had relapsed 
into temporary deficits as a consequence of sticking to the rules of non- 
discriminatory trade in this way. 

It was, of course, clear that this dream world could not be introduced so 
long as major areas were still suffering from the immediate after-effects of 
war. When Marshall Aid was introduced in 1948, however, the Fund saw a 
way out of its dilemma; it thankfully retreated into its shell, declaring that 
its resources were not available to Marshall Aid recipients, so that it could keep 
its powder dry for the “ post-transition’ ’ period. Then, just as the day of 
release seemed to be dawning, rearmament intervened and brought with it a 
new crop of fundamental disequilibria in national balances of payments. 
There are three ways in which the Fund could react to rearmament. First, it 
could accept the British suggestion that its resources should be used for tiding 
over these new disequilibria; to this the experts on its staff are resolutely 
opposed. Secondly, it could retreat again into its shell for the duration of 
rearmament; this seems, in fact, to be the attitude that it is most likely to 
take up. Thirdly—and from its point of view most desirable of all—it could 
try to persuade member countries to take active steps to ensure that their 
rearmament programmes were financed by cuts in domestic consumption; if 
they did, the Fund argued, the great advance towards non- discriminatory 
trade could begin—and the Fund would stand ready to help nations that fell 
into temporary difficulties during the course of this advance. 


THE BATTLE ON EXCHANGE RESTRICTIONS 

Given this background, the sharp conflict of views at last month’s meeting 
—with Mr. Douglas Abbott, the Canadian Finance Minister, acting as chief 
spokesman for the Fund—can be readily understood. Feelings were exacer- 
bated by the fact that the Fund believes that it has, so to speak, the written 
law on its side. The basis of the agreement signed at Bretton Woods was 
that, after a reasonable transition period during which member countries 
would repair the ravages of war on their economies and balances of payments, 
all currencies would be freed from restrictions on current payments and both 
exchange and import policies would be rid of all taint of discrimination. All 
members seeking the protection of the transitional provisions set out under 
Article XIV of the agreement were enjoined “ to withdraw restrictions main- 
tained or imposed [under the Article] as soon as they are satisfied that they 
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will be able, in the absence of such restrictions, to settle their balances of 
payments in a manner which will not unduly encumber their access to the 
resources of the Fund”’. Moreover, if restrictions were still in operation five 
years after the inauguration of the I.M.F. (i.e. after March, 1952), the member 

country concerned was to “ consult with the Fund as to their further reten- 
tion’. Article XIV makes it clear that such further retention of restrictions 
might invite sanctions. The Fund may “ if it deems such action necessary 
in exceptional circumstances’ make representations to the member that 
conditions are favourable for the withdrawal of any particular restriction or 
for the general abandonment of restrictions. The member must be given 

time for a reply, but if this is found unconvincing, the Fund may impose 
rogressive sanctions beginning with refusal of access to the Fund’s resources 
and proceeding to dismissal from membership—for which a majority decision 
by the Board of Governors would be necessary. 

' International agreements frequently contain some “‘ Humpty-Dumpty ” 
word that its signatories later tend to interpret according to taste. In this 
agreement, of course, the ‘“ Humpty-Dumpty ” word was “ consult”. What 
isa ‘‘ consultation ’’ with the Fund in this context ? The British view is that 
it is to inform the Fund of what Britain proposes to do. The United States, 
Canadian and I.M.F. staff view is that to “ consult ” the Fund is to ask its 
permission for the retention or imposition of specific restrictions. This funda- 
mental difference of interpretation flared up at the Torquay meeting of the 
contracting parties of the General Agreement on Tariffs and Trade when the 
I.M.F. submitted a special report setting forth its views about the relaxations 
of restrictions that certain members, including Britain, might begin to put 
into effect straight away. That view was not accepted by the various 
countries at which the finger of accusation was pointed, and the whole matter 
was left in suspense by the customary device of referring it to a special 
committee. 

Ever since Torquay, the Fund seems to have been screwing up its courage 
—probably unwisely—to insist that similar evasion must not be allowed after 
March, 1952. The Fund staff and a majority of the executive directors con- 
sider that an obligation to “‘ consult’ with the Fund on the retention of 
restrictions on current payments after March, 1952, is tantamount to an 
obligation to obtain specific permission from the Fund for each type of 
restriction. Their view is that the period of blanket authorizations to depart 
from the strict rules of the Fund is about to elapse and that henceforth the 
Fund must play a much more active part in sanctioning exemptions. To that 
end a new department of the Fund has been set up, and it is evident that 
it expects to have a great deal more to do than compile an annual report on 
the restrictions still practised by member countries. To this view Britain 
and a number of other countries are violently opposed on grounds of principle 
as well as of practical expediency. 

The clash on this issue in the closed sessions of the Fund meeting at 
Washington last month may well have been bitter. Its echoes were clearly 
apparent in the speeches delivered during the open sessions. President 
Truman, who inaugurated the proceedings and no doubt spoke words put into 
his mouth by the United States Treasury, pleaded with member countries 
not to use the excuse of rearmament to maintain exchange restrictions that 






























222 7 THE BANKER 





could be dispensed with. Canada’s Mr. Abbott, who last year acted as 
chairman of the Board of Governors, went further and specifically stated that 
‘in certain cases members have not moved as rapidly towards achieving the 
aims of the Fund through the elimination of exchange restrictions and dis- 
criminations as their circumstances would have permitted’. The British 
defence was left to Sir Leslie Rowan of the Treasury and Sir George Bolton 
of the Bank of England—and Great George Street and Threadneedle Street 
spoke with one voice. Sir Leslie Rowan pointed out that the deficit in the 
sterling area’s dollar balance of payments in the third quarter would be sub- 
stantial and would prove the contention that the earlier surpluses were the 
product of abnormal and unrepeatable circumstances; Britain would thus 
have to continue both restriction and- discrimination. Sir George Bolton 
served notice on the world, and on the Fund in particular, that there would 
be no relaxation of sterling exchange restrictions either in 1952 or 1953—in 
fact it might be difficult for many countries not to impose additional exchange 
restrictions in view of the recent deterioration of their balances of payments. 
The battle lines are therefore drawn. The trouble—from the Fund's 
point of view—is that the end can already be quite clearly foreseen. What- 
ever the interpretation that should be put on the transitional clauses of the 
Fund agreement, it is obvious that sterling exchange control will remain in 
being long after March next. Unless the Fund really intends to commit 
suicide by driving out the sterling members, it will have to give way. The 
most likely outcome is that it will agree to impose merely a “‘ benevolent 
supervision ’’ over sterling exchange control, and that in return Britain will 
loquaciously reaffirm its faith in the ultimate objective of complete freedom 
of current payments, non-discrimination in exchange and trade policies, and 
all the rest of the Bretton Woods doctrines. 





BRITAIN’S SELF-INTEREST 


If the Fund is bound to lose the battle eventually, what, it may be asked, 
is all the fuss about ? Paradoxical as it may seem, the trouble is that a 
complete victory for the present British line would not be in this country’s 
long-term interests. For one thing, if the Fund is utterly defeated on this 
issue, its fate as an effective international institution might be finally sealed 
—and if a world of non-discriminatory trade ever did return, the sterling 
countries might have more to gain from the effective operation of the Fund, 
in the rdle that Lord Keynes and others originally envisaged, than almost 
any other member. Moreover, even if this argument be ignored, there are 
grounds for believing that a forward-looking policy of exchange de-control 
would be to Britain’s own advantage, as the only means of avoiding a serious 
weakening of the cohesion of the sterling area. There is therefore a bare 
chance that Britain, by moving in the direction that it ought to want to 
tread in any case, could hold out to the Fund some semblance of a diplomatic 
victory. All those who believe that maintenance of some element of prestige 
for the Fund is essential if the Bretton Woods concept is to be kept alive, 
should regard this as a worthwhile objective of policy. 

It is not generally realised how far sterling area import policy has been 
liberalized since the I.M.F. report to G.A.T.T. last autumn. The advances 
made, however, have been almost grudgingly hidden under a bushel. A great 
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chance has been missed by failing to publicize them and hold them up as 
honest efforts to heed the Fund’s advice. Last March, for example, India 
doubled the value of import licences granted for the first half of the year. 
In the same month both India and Great Britain placed additional raw 
materials under ‘‘ world open general licences”’. Last April Australia 
announced that import licences would be granted on application for selected 
classes of goods from the dollar area. At about the same time it was announced 
that the value of dollar imports into New Zealand for 1951 would exceed the 
1950 values by about 60 per cent. In addition, of course, the European Pay- 
ments Union has involved a considerable liberalization of sterling area trade 
with a group of countries to which, under E.P.U. arrangements, considerable 
losses of gold might be—and are now being—incurred. 

Unfortunately, it is probably true that this advance towards non- 
discrimination will have to be reversed in the near future. There seems to be 
every prospect that the dollar import programme of the sterling area will 
have to be cut. Indeed, if civilian dollar aid to Europe dwindles to vanishing 
point, as now seems probable, and if the continued deadlock in Anglo-Persian 
loan negotiations necessitates a world-wide switch from sterling to dollar oil, 
the whole soft currency world may soon have to enter into a very painful 
period of dollar retrenchment. This necessity will probably be accepted by 
the overseas members of the sterling area, though with each retreat into 
restriction and discrimination the effort required to keep the whole membership 
in step will become a little greater. How will India, Pakistan and Ceylon, 
which as a whole are at or very near effective dollar equilibrium in their 
external transactions, relish the prospect of considerable cuts in their dollar 
imports? What will Australia have to say about import cuts that may 
involve a considerable adjustment of the ambitious immigration programme ? 
These are the kinds of question that will increasingly be asked in the months 
to come. The answers may not always be gratifying to the continued 
pretensions of Britain as banker to the sterling area. 

It is here, surely, that Britain’s own self-interest and the requirements of 
the I.M.F. could be happily married. Britain’s request to the sterling area 
countries to tighten dollar import restrictions will be more readily heeded if 
evidence is forthcoming that the new restrictions do not go beyond the 
minimum required, and if they can be accompanied by relaxations in restric- 
tions on non-dollar transactions. It is known that before the Korea outbreak 
plans had been laid for a considerable dismantling of sterling exchange control 
—though not for dismantling of the restrictions on dollar convertibility. 
There is no reason why these plans should not now be put into effect. Their 
broad intention would have been to free capital movements between the 
sterling and the non-dollar world and, incidentally, to extend to the whole of 
Western Europe the facilities for capital movements and tourist allowances 
already in operation with the Scandinavian countries under the ‘‘ Uniscan ”’ 
arrangements. It would be a wise act of statesmanship if Britain were to 
take these steps now, and thus dispel the widespread notion that its only 
answer to recurrent external difficulties is to retreat into ever tighter and 
more defensive bilateralism. It would be a wise act of self-preservation if the 
[.M.F. were to press publicly for this limited objective, instead of baying 
hopelessly for the moon of dollar convertibility. 
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The Role of the World Bank 


A T its sixth annual meeting last month the International Bank for 








Reconstruction and Development basked in the warm sun of public 

approval, radiated by every impartial observer from President Truman 
downwards. It was already known, before the annual meeting took place, 
that the Bank’s balance sheet had a story of outstanding success to tell. In 
just over four years the Bank has made 48 loans, to a total value of $1 114 
millions; 21 of these loans, to a total value of $297 millions, were made in 
the latest fiscal year. There has been no whisper of default on any of these 
ventures. Moreover, this uninterrupted service has not been due to the 
grudging fulfilment of guarantees by borrowing Governments; nearly all the 
projects financed seem to have been a success in their own right. There have 
been no groundnut fiascos. As a reward for its sound banking judgment 
the Bank earned a net income (inclusive of loan commissions) of $21.5 millions 
last year, and built up its reserves to over $62 millions. 

A heartening feature of the annual meeting itself was the engaging tone 
of frankness and confidence in which both the official report and the address 
of the Bank President, Mr. Eugene Black, were couched. That frankness 
lends especial significance to what was surely the most important claim 
contained in Mr. Black’s speech. ‘“‘ It is my opinion, which I think the record 
adequately supports”’, said Mr. Black, “‘ that unless the international situation 
deteriorates further, we will be able to meet all the capital needs of economic 
development in our member States, to the extent that those needs ought 
properly to be met on a long-term basis’. Weighed against the immense 
problem of world economic development, and coming ‘from a New York 
banker who is not accustomed to over-statement, this claim is almost 
astonishingly cheering. It is important that those who are now vociferously 
urging—for political or other reasons—that much more aid should go towards 
the under-developed countries should examine its justification and implications. 


THE BANK’s DEVELOPMENT LOANS 

Mr. Black did not, of course, imply that means were already to hand for 
tackling the whole problem of development finance. His assertion was 
simply ‘that the Bank’s own particular field should from now on be adequately 
covered. That field can be fairly simply defined. The Bank is concerned only 
with those projects that can be remuneratively financed by a le nding 
institution that must earn some margin of profit on funds secured on 
the world’s capital markets on near gilt-edged terms; and only with the 
particular sections of those projects that should be financed by loan capital 
rather than by equity investment. 

The loans made by the Bank since it started operations nearly five years 
ago are summarized in the accompanying table. Its first four major loans, 
to a total of $497 millions, were for reconstruction projects in war-shattered 
Europe. Nearly all its subsequent loans, however, have gone to less developed 
countries. These loans, amounting to over $600 millions in all, can be 
divided into three main categories. First, some $420 millions, or 70 per 
cent., have been applied to the expansion and improvement of electric power 
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supply, communications and transport. The justification for concentrating 
on these projects and for financing them by governmental borrowing on 
fixed interest terms (rather than by risk capital) is that the ultimate value of 
such basic schemes should be much greater than the immediate remuneration 
secured from them. 

The second classification comprises funds applied to improvement of 
agriculture and forestry; these have amounted to $g2 millions, or about 
15 per cent. of the Bank’s development loans. At first sight agriculture may 
seem to be a strange recipient for fixed interest loans on near gilt-edged terms. 
The greater part of the Bank’s agricultural lending, however, is represented 
by investment in basic development—irrigation, flood control and land 
clearing. In most cases, the agricultural projects concerned have formed a 
relatively small part of wider programmes aimed at expansion of agricultural 
production ; none of the loans, of course, has taken the form of direct advances 
to small individual agricultural enterprises. 

The third main classification among these development loans comprises 
loans to industry. The total of these has been strikingly small; industry in 


WORLD BANK LOANS, 1947-51 


Purpose $ Millions Recipients* 

Reconstruction Loans : France (250) Denmark (40) 
Europe... 5 sie ind 497. Holland (195) Luxembourg (12) 

Development Loans : Brazil (105) Turkey (26) Iraq (13) 
Electric Power .. 271 Australia (100) Thailand (25) Salvador (13) 
Transport and Communications 149 Mexico (70) Holland (21) Ethiopia (9) 
Agriculture and Forestry ai 92 India (63) Chile (16) Nicaragua (5) 
Industry .. sia 67 South Africa (50) Belgium (16) Yugoslavia (3) 
Local Financial Institutions 21 Uruguay (33) Finland (14) Iceland (2) 
Other ed sv ma ee 17. Colombia(28) 





Total. . oe oo E,SES 


* Amounts received, to nearest $ million, shown in brackets after each recipient. The $70 
million loan to the Belgian Congo ($30 millions of it lent through Belgium) is excluded from 
this table as it was announced after the end of the Bank’s fiscal year. 


undeveloped areas is quite rightly regarded as a field for more risk-bearing 
investment. Very little of the $67 millions of direct industrial loans has 
gone to the really backward countries. A typical loan in this class was that 
made for the Australian steel industry, which is adequately capitalized at 
home but which needed to buy certain machinery that could be obtained only 
from the dollar area; in these circumstances Australia could legitimately 
afford to raise the dollars concerned on a long-term fixed interest basis. 
Industrial development in more backward countries can be most soundly 
built up through investment in relatively small concerns rather than in 
grandiose “ groundnut ”’ schemes. The World Bank has therefore devised an 
interesting new technique for lending through special local financial insti- 
tutions; it is in effect attempting to set up I.C.F.C.s in the undeveloped areas. 
The prototype of this experiment was tried out in a West European country; 
this prototype was the $15 millions 4 per cent. loan to the Dutch Herstelbank 
in July, 1949—a loan that has since been distributed by the Herstelbank 
among a mass of small textile and other manufacturers. In the past year, 
however, the “local development bank” technique has been extended to 
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Mexico (where a consortium of local banks acted as the guaranteeing and 
distributing agent) and to Turkey and Ethiopia (where special institutions 
have been set up after consultation with the World Bank). The main 
difficulty in this type of finance is that only a relatively small part of such 
investment should normally be financed by loan capital; the major share 
should properly be taken by equity investment. A possible way of over- 
coming this difficulty will be discussed later in this article. 


ARE FUNDS SUFFICIENT ? 
Provided the local development bank technique is successful, the World 
Bank would now seem to have created the channels through which loan 
capital can go to all the basic utility, agricultural and industrial projects that 
can profitably be financed by international capital on fixed interest terms. 
The questions remain, however, whether the capital equipment needed for the 
schemes will be available and whether the funds to support all that are 
economically viable will be forthcoming. 

In its examination of the first of these questions, the Bank’s report indicates, 
perhaps rather surprisingly, that there has been no serious difficulty in 
securing equipment during the past year; it expects, however, that there will 
be shortages of power-generating equipment and of some types of construction 
machinery (such as heavy tractors and excavators) in the coming year. The 
Bank has, therefore, set up a new unit to assist borrowers to keep abreast of 
the supply position in foreign countries and to enable them to secure export 
priorities from the United States. The report seems to exude a quiet con- 
fidence that supply difficulties will be ridden over—if necessary by switching 
orders to manufacturing areas other than North America. This confidence 
is the more impressive because the report is not mealy-mouthed about other 
difficulties that the Bank will have to face in the coming year. 

On the second question, that of the adequacy of available funds, there is 
some sign of disagreement between the Bank and member States. It will be 
remembered that each member has put up 2 per cent. of its capital subscrip- 
tion to the Bank in gold, and 18 per cent. in its own currency; the other 
80 per cent. of each capital subscription is not called up and is to be regarded 
merely as a reserve against unlikely emergencies. Although an increasing 
number of countries now permit the Bank to use their “‘ 18 per cent.” 
local currency subscription for lending purposes, not all of these funds san 
been released; some countries, including the United Kingdom, have merely 
expressed a willingness to consider releases at such time as borrowing countries 
need their goods—but wish to maintain a power of veto over all releases. In 
his address, Mr. Black made it clear that he considered this attitude to be 
short-sighted. ‘‘ Since development serves the common good of all the 
members’’, he said, “we are not asking for an unrewarded export capital 
but for an investment which will redound to their interest’. The Bank's 
report also made it clear that it does not regard loans floated in private 
capital markets as an alternative to these funds. 

It is easy enough to appreciate the Bank’s point of view in this matter. 
With interest rates rising all over the world, the Bank’s bond issues in New 
York, London and Zurich during the past year had to be made at rates that 
can provide only a very small margin of profit when the money is re-lent at 
the Bank’s usual rate of 4 to 4} per cent. In addition, the Bank is anxious 
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not to extend its outstanding capital market borrowing beyond $2,540 millions, 
which is the extent of the agin States capital subscription (and thus of the 
United States Government’s guarantee); if it did so the difficulty of raising 
further funds on the American gern market would be substantially increased. 
Moreover, the Bank will need to maintain a sizable margin between its 
borrowing and lending rates if it is to finance a much needed increase in its 
supply of technical missions to under-developed countries. 

Even when all this is taken into account, however, it is legitimate to argue 
that this is one matter in which the Bank seems to be setting off on the wrong 
foot. It is inevitable that the United Kingdom, for one, should look with 
some distaste on the prospect that its local currency subscription to the 
Bank may be translated from an idle sterling balance (which incidentally is 
included in the official tally of such balances) into a real drain on Britain’s 
scarce resources. So long as this feeling remains there will be some tendency 
in the Treasuries of the world to regard the Bank as a “ Santa Claus ”’ instead 
of as a commercial institution. Nothing could be more damaging to the 
Bank’s long-term prospects. Loans that are financed through funds freely 
raised from ] private investors—such as the successful flotation ot £5 millions of 
World Bank bonds in London last spring, and its subsequent disbursement to 
Iceland and other countries—are of most evident advantage both to lenders 
and borrowers, and therefore do not carry the stigma of Santa Claus. The 
World Bank might therefore be wise to act increasingly as an honest and 
successful broker between willing lenders and eager borrowers in this way, 
even if it has to raise its lending rates in the process. There must be com- 
paratively few development loans that could profitably be financed at 4} per 
cent. but not at 5 per cent.—at any rate in non-dollar currencies. The 
acceptance of an obligation to pay interest charges on a loan at 5 per cent. 
in dollars may be a different matter for some dollar-hungry countries—but as 
the United States 18 per cent. capital subscription is fully released anyway, 
it is only non-dollar releases that are in question. The supply of funds 
would become easier if the Bank could float off to private investors those of its 
loans that have passed beyond the development stage ; the first such sale 
of bonds without guarantee was made last year—a welcome dev: elopment 
and one that was envisaged as a normal feature of the Bank’s operations 
when its charter was drawn up at Bretton Woods. - 





ARE OTHER FORMS OF INVESTMENT NEEDED ? 

Experience so far, therefore, suggests that the World Bank has devised a 
very efficient mechanism for channelling loan capital to all credit-worthy 
development projects and that difficulties about the adequate supply of 
capital equipment and of investible funds should not be insurmountable. 
Provided that the cold war does not grow hotter, the worst that should happen 
is that lending rates might have to be raised. But all this does not alter the fact 
that the wide disparities between industrial productivity and real income in 
different parts of the world show no signs of narrowing. Over half of the people 
in the world are still subsisting on a standard of living less than one-fourteenth 
of that of the people of the United States—and the gap has, if anything, 
widened since before the war. Does this mean that other sources of capital for 
the backward areas are necessary ? 

In the past year four much-publicized reports—the Gray and Rockefeller 
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reports, the Colombo Plan and the United Nations Economic Experts’ report 
—have argued that the richer countries of the world should make funds 
available to the backward areas by way of grant. Their arguments have been 
based partly on humanitarian and partly on strategic grounds. They have 
also been sweetened by suggestions of economic expediency; with manu- 
facturing production increasing at a faster rate than raw material production 
a raising of the standard of living—and thus of the productive potential]—of 
possible raw material producing areas is a matter of hard bread-and-butter 
interest tor the West. Both Mr. Black and the authors of the Bank’s report 
paid some lip-service to this view at Washington, but with evident reservations. 
Mr. Black, for example,-argued that too much emphasis has often been placed 
on foreign capital as the prime ingredient of development; he believed that 
in many undeveloped countries a surfeit of local capital is already running 
to waste. He was plainly concerned, too, that economic assistance that was 
cast solely in terms of historical friendships or strategic considerations might 
suffer from the grave disadvantage of discontinuity and would “ neglect 
useful resources that should be developed in the common good”’. It is 
possible to read between the lines of his speech the fear that a ‘‘ Santa Claus” 
approach to economic development might lead to abuses that would prejudice 
in the public mind the saner sort of commercial development in which the 
World Bank itself is engaged. In view of all that has happened in Britain 
since the groundnuts fiasco, it is difficult not to sympathize with this fear. 
Even if the technique of development by grants proves either dangerous 
or politically impracticable—and there are reasons to suppose that it may 
do—there is still one form of international investment in which there seems 
to be an institutional gap to fill. In his address, Mr. Black referred to the 
interesting proposal that “an international finance corporation might be 
established as an affiliate ot the International Bank to do two things that 
the Bank does not do: that is, to make equity investments and to make loans 
for private enterprises without some form of governmental guarantee’’. The 
Bank is giving this proposal serious study and will report on the matter to 
the United Nations Economic and Social Council early next year. There 
are, of course, great difficulties in the way of this proposal. One problem 
that should be considered is whether the funds for such an institution should 
not themselves be partly raised on equity terms. Other questions surround 
the terms of lending themselves; the yields demanded should clearly be high 
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in view of the risks involved, and some sort of guarantee of priority for 
remission of profits and of freedom from the arbitrary effects of politically 
motivated dividend freezes would presumably be required from borrowing 
countries. 

INVESTMENT-ABSORBING POTENTIAL 

If some institution to channel risk-bearing investment to the under- 
developed areas could be set up in this way, and if it could adapt the World 
Bank’s very successful technique of “‘ development programming’’ to the 
special problems involved in such risk-bearing, then the backward areas might 
attain the rate of investment that is economically profitable in present con- 
ditions more swiftly than many people would expect. To say this, however, 
is not to say that the problem of the backward areas would thereby be solved. 
For the blunt fact is that the number of investment projects that could 
profitably be set afoot in the under-developed areas under present conditions 
is almost certainly deplorably low. They are kept low by social institutions 
in the backward countries, by local maldistribution of wealth and opportunity, 
by the ineffectiveness of the educational effort, by lack of energy and com- 
petence in government administration, by a social atmosphere that encourages 
local savings to be hoarded or ploughed into speculative ventures rather 
than into genuinely fruitful investment, and by a low level of general willing- 
ness to work. 

It is clear that anything that could be done to overcome these political 
and social barriers to development would be of incalculable advantage to the 
world as a whole, especially in view of the need to stimulate increased produc- 
tion of raw materials. But—with the possible exception of the difficulties 
springing from the low level of technical education—they are not problems 
that can be solved merely by the outpouring of grants or free aid. Nor are 
they problems that can be solved by inter-governmental consultation, 
especially in areas where any suggestion of “ colonial dictation ’’ is political 
dynamite. What is needed is a gradual and, if possible, an unofficial approach. 
One of the most heartening lessons of the experience of the World Bank—and 
to some extent of the International Monetary Fund—in these first five formative 
years of peace is that an international institution is well fitted to make some 
attack on these grave problems. 

The World Bank has helped in three separate ways. In the first place it 
has proved an unexpectedly potent force in dissuading some under-developed 
territories from practising the extremes of nationalist discrimination against 
foreign investors. The Bank has, for example, quietly let it be known that 
it regards with some disfavour loan applications from countries whose 
official bonded debt is in default, and has thereby jolted more than one would- 
be defaulter into line. A hint of action of this kind is contained in the 
section of the Bank’s recent report that deals with negotiations for a loan to 
Persia: ‘‘ Events in Iran since March, 1951’’, the report points out, “have 
made it necessary for the Bank to wait until the situation has clarified suffi- 
ciently to enable the Bank to make a re-assessment of Iran’s position’”’ 

Secondly, the Bank is able to use some moral suasion to overcome the worst 
consequences of economic waste and sheer inefficiency in countries that have 
either already received its loans or are in line ior new ones. Once a loan is 
made for a specific project, that project is officially out of the Bank’s hands; 
its job is merely to sit still and await interest payments. But both Mr. Black 
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and the authors of the annual report have allowed themselves to make 
unfavourable comments about the slowness of some borrowers in putting the 
Bank’s money to work (the rate of disbursements, which amount so far to 
$692 millions, is low in relation to the loan commitments of $1,114 millions) 
and about the possibility that some countries may not be using to their best 
advantage the increased foreign exchange earnings accruing from the raw 
materials boom. These hints have no doubt been repeated in private to the 
borrowers concerned, especially those who are in line for a new loan. 
Thirdly, and most important, the Bank has increasingly interested itself 
in helping member countries to assess their total economic resources and to 
set up priorities to be followed in their development programmes. In many 
countries the Bank’s teams sent out to assess a country’s capabilities to service 
a loan have had an extraordinary effect in encouraging an intelligent local 
approach to economic planning; it is known, tor example, that the team that 
went to India three years ago made a lasting impression. More recently, the 
Bank has deputed missions to make comprehensive surveys of the economies 
of countries that have asked for such help; reports ot this type have been, or 
are being, drawn up for Colombia, Turkey, Guatemala, Cuba, Iraq, Ceylon 
and Surinam. In addition the Bank has lent individual experts to member 
countries, has set up “‘ study groups”’ in which the staff of the Bank and 
visiting specialists can exchange views, and has even started the first of a 
series of training institutes to acquaint government officials of under-developed 
countries with the techniques of framing programmes and controlling projects. 
In his address to the annual meeting Mr. Black expressed the opinion that 
there had in the past been ‘“‘ too much scattering of effort in the technical 
assistance programmes”. He believed that “ certain understandings should 
be recognized before any technical expert is sent into the field. There should 
be a convincing demonstration both of a need and a desire for his services, a 
clear agreement on the work he is to perform, and a precise understanding of 
his relationship to the official whom he is to serve”. These are words of 
wisdom that the Colombo—and other—planners should lay next to their heart. 
To sum up: The World Bank is about the only international institution 
that has done better than anybody expected in 1945. It can now fairly 
claim to have reached the stage where it is meeting all economically justifiable 
requests for long-term international loan capital. There seems still to be scope 
for an international institution that would provide risk capital for develop- 
ment projects; the immensely difficult task of setting up such an institution 
may fairly be regarded as the next priority for well-wishers of international 
investment. Even if such a body is set up following negotiations now in 
progress, there will remain, however, great scope for enlarging the investment- 
absorbing potential of the under-developed areas. This enlargement 
is not necessarily a job that can best be accomplished by a plethora of 
grants from the richer countries—-and it is certainly not a job that Western 
Governments can do by themselves. Fortunately, in this as in other pe, 
the World Bank, while sticking rightly and rigidly to its allotted task of 
a rvative long-term loan finance, has blazed “the trail for what may well 
ye the great economic adventure of the twentieth century. It is to be hoped 
4 those who view that adventure with enthusiasm—cven more perhaps 
than those who view it with cynicism—will take the lessons of the Bank's 
experience to heart. 
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Sweden’s New Credit Policy 
By a Stockholm Correspondent 


have provided many interesting comparisons with the economic policy of 

the British Government since the war. The latest grounds for comparison 
seem, however, to have attracted surprisingly little notice in Britain. A month 
after Mr. Gaitskell announced that the British Government proposed to intro- 
duce compulsory dividend limitation, but to stand by its present policy of 
influencing bank lending solely by consultation, the Swedish Government— 
which had already tried compulsory dividend limitation and abandoned it at 
the end of 1950—had two proposals for very comprehensive direct and statutory 
control of bank lending laid before it. One of these proposals came from the 
Riksbank and the other from the Bank Inspectorate. It is not yet certain that 
the Swedish Government will introduce legislation to implement either proposal, 
but some action on these lines is clearly to be expected. Any Government that 
fails to control inflation properly is bound to see a growth of paper profits and 
of bank lending spring up as two consequences of its failure—and any Socialist 
Government is likely to be impelled to strike out harmfully at these two 
consequences in the mistaken impression that it is thereby doing something 
to eradicate inflation’s causes. The latest shift of Swedish policy is therefore 
particularly deserving of attention from British bankers at the present time. 

The early post-war monetary policy of Sweden was described in some detail 
in THE BANKER in September, 1950. At that time the Riksbank had tem- 
porarily discontinued its open market purchases that had kept the yield on 
Government bonds pegged at 3 per cent., but there were still no signs that it 
was ready to embrace a really flexible credit policy and to depart from its long- 
standing tradition of fostering cheap money. Nor did the Riksbank's later 
decision. (December, 1950) to raise its official discount rate from 24 to 3 per cent. 
mean that there had been any significant step in this direction. This increase 
in discount rate simply gave notice that the Riksbank had chosen a new and 
more easily tenable line of defence. The bank expressly declared that the 
maintenance of cheap and stable money rates was to continue as a guiding 
principle of its policy and that a return to the previous level of rates was to be 
effected as soon as circumstances permitted. 

There was thus no cause for surprise when towards the close of the year the 
Riksbank again resumed its support of the bond market, which had been 
discontinued in the summer. The Government also continued to finance itself 
partly through the Riksbank. The latter’s holdings of Government bills and 
bonds, which had amounted to 2,833 million kronor at the end of June, 1950, 
had risen by the turn of the year to 3,443 million kronor and by June, 1951, had 
reached 3,718 million kronor. The yield on long-term Government bonds, 
which in the summer of 1950 had been just over 3 per cent., was again stabilized, 
from the beginning of 1951, at a level of 3.3 to 3.4 per cent. 

Interest rates thus continued to be pegged, though at a slightly higher 
level than before, and monetary expansion continued. Against this monetary 
background, and in view of the increased credit needs of business that followed 
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in the wake of inflation, it is not surprising that bank lendings continued to 
increase on the basis of cash reserves that were constantly being refilled. Total 
loans and discounts of the Swedish commercial banks, which had been 8,560 
million kronor at the end of June, 1950, had risen to 9,880 million kronor, or by 
16 per cent., by June, 1951. It should be noted, however, that over the same 
period wholesale prices rose by 35 per cent., wage rates by approximately 20 
per cent. and building costs by around 30 per cent. Compared to these figures 
the expansion of bank lendings appeared relatively moderate; in fact, the 
attitude of the banks towards new credit demands became increasingly restric- 
tive during the first half of this year. This restrictive attitude was further 
underlined by a circular issued to all banks in June by the Bankers’ Association, 
in which renewed attention was drawn to certain recommendations made to 
the banks by the Riksbank in the autumn of 1950. In these recommendations 
the banks had been urged to hold back as much as possible in the granting of 
new credits and to reserve finance for certain “ essential ’’ purposes. 
Although it is true that these “ voluntary ”’ credit restrictions have not 
been as effective as the Government had hoped, the failure to stop credit 
expansion by these means clearly cannot be blamed on the commercial banks. 
The main responsibility lay with the monetary policy of the Riksbank, which 
caused a constant flow of money to the banks and thus made it extremely 
difficult for them to hold back the increased demand for loans by Swedish 
business. On the other hand, the freedom of action of the Riksbank has been 
impeded by the fact that the Government has not been willing to allow a further 
upward adjustment of interest rates. 

It is this dilemma that the Board of Governors of the Riksbank apparently 
hopes to resolve by the revolutionary proposals contained in its letter to the 
Swedish Government dated August 23, 1951. In this letter the Board of 
Governors asked the Government to submit to the autumn session of Parliament 
a request for direct powers of regulation over all interest rates—those charged 
by credit institutions and other lenders as well as those paid to depositors. 
These powers would be contained in an enabling law, so that the Government 
could put them into force whenever it deemed necessary. 

The main stipulations contained in the proposed text of the law are as 


follows: 


(rt) The Riksbank may prescribe that all credit institutions shall report 
to the Riksbank all rates charged for loans or paid to depositors, and that 
proposed changes in such rates shall be reported to the Riksbank at least 
eight days before they will take effect. 

(2) The Riksbank may “ freeze’ all deposit allowances and lending 
rates of credit institutions or other lenders at a certain date, and prescribe 
that any changes in these rates shall be dependent upon previous approval 
by the Riksbank. The Riksbank may also prescribe that loan rates shall be 
lowered or deposit rates raised and, in doing so, may differentiate between 
various types of loans or deposits. 

(3) The Riksbank may prescribe maximum rates for lendings and 
minimum rates for deposits. 

(4) The Riksbank may prescribe that bonds, debentures or similar 
securities may not be issued without previous Riksbank approval. 

By adding these new weapons to its arsenal the Riksbank apparently hopes 
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to be able to combine a sufficiently restrictive monetary policy with the main- 
tenance of cheap money. 

A few days after this proposal was published the Bank Inspector put forward 
another proposal with a similar purpose but more limited scope. This project, 
which was elaborated quite independently from that of the Riksbank, aims at 
a direct regulation of the lending powers of the commercial banks, and would 
give the Government the authority to fix the maximum percentage of capital 
and deposits that the banks may use for lending purposes. Moreover, in order 
to differentiate between various kinds of lending, the proposed law would make 
it possible for the authorities to prescribe the proportion of the lending powers 
available for housing credits. In fact, the ultimate purposes of the proposal 
seem to be to safeguard the supply of credit for housing and to give the 

authorities a chance to impose an arbitrary differentiation in interest charges. 
The official reluctance to let interest rates rise is based chiefly on the appre- 
hension that this will raise rents. If a privileged position can be given to 
housing by isolating part of the lending capacity of the banks for such pur- 
poses, it will be possible, it is thought, to maintain rates for housing credits at 
a comparatively low level, while other interest rates may be allowed to rise. 

The proposals of both the Riksbank and of the Bank Inspector have been 
subjected to very severe criticism in the Swedish Press. It has been pointed out 
that such regulations will give rise to a host of technical complications and 
undesirable consequences, many of which have not been sufficiently studied by 
the authors of the two proposals. There is a general feeling that the Riksbank’s 
case in particular is not sufficiently proved, as the authorities already have 
extensive powers through the ordinary weapons of monetary policy to regulate 
credit conditions and interest rates. In any case, the expansion of bank lending 
has stopped almost completely in the last two months, and the upward pressure 
on interest rates seems to have subsided. It is possible, therefore, that the 
Government will not push legislation through to the limit suggested, but the 
proposals certainly afford an interesting illustration of official thinking on 
these matters in Sweden, and point to the dilemmas to which a policy of 

“cheap money at any cost’ may ultimately lead. 


END OF DIVIDEND LIMITATION 


Although the new proposals for regulation of bank lending are clearly the 
most striking facet of the contemporary Swedish financial scene, there is 
obvious point in recording here the salient circumstances of Sweden's dividend 
limitation policy. Statutory dividend limitation was introduced in Sweden in 
1943 as part of a more comprehensive anti-inflationary programme, which 
included price-stops, a voluntary freezing of wage rates and other measures 
of economic “ stabilization’. The original purpose of this dividend control 
was to prevent such extra war-time company profits as were not taxed away 
by the excess profit tax from spilling over into the market for consumers’ 
goods. The law of 1943 fixed the maximum dividends at 6 per cent. of the 
net worth of the company or at the rate paid previous to the introduction 
of this law, whichever was the higher. 

When this legislation was passed it was envisaged as a temporary war-time 
measure and a return to normal conditions was expected as soon as war-time 
inflationary dangers had subsided. In fact, however, inflationary tendencies 

















234 THE BANKER 





remained acute long after the end of the war, and the Government considered 
that the need for continued stabilization efforts made necessary a further 
prolongation of the dividend control. In 1946, therefore, the law of 1943 was 
prolonged with some minor modifications, and in 1948 a further prolongation 
a made, together with certain new restrictions on the distribution of profits. 
This law of 1948 stipulated that no joint-stock company could increase the 
total amount distributed to its shareholders over and above the total amount 
distributed in 1947 (or, alternatively, the average for 1944-46). The maximum 
dividend on new shares was fixed at 5 per cent., but a bonus issue did not entitle 
the company to increase its distribution to shareholders. The law also contained 
a quite new provision, which stipulated that every joint-stock company had to 
deposit at the Riksbank an amount corresponding to 17 per cent. of the divi- 
dends paid to the shareholders plus 27 per cent. of undistributed profits. These 
deposits were to be blocked until the end of 1950; they yielded interest at an 
annual rate of 2 per cent. in the meantime. 

Thus it came about that statutory dividend limitation, which was originally 
stipulated as being for the war period only, was retained and tightened three 
years after the end of the war. The motives behind the 1948 measure were not, 
however, quite the same as those put forward during the war. There was no 
talk in 1948 about increased dividends hav ing an inflationary effect on con- 
sumption, but only of the ‘ psychological ’’ advantages of control in facili- 
tating wage stabilization. 

The partial sterilization of company profits that was also introduced by the 
1948 law had a rather different purpose. The Government believed that the 
expansion of private investment was one of the mainsprings of inflationary 
pressure. It was thought that the liquidity of business corporations and thus 
also their willingness or financial capacity for undertaking new capital expendi- 
ture on the basis of retained profits would be reduced by these sterilization 
measures, which were meant to stop such excess investment as slipped through 
the mesh of the building permit system. 

The 1948 legislation expired at the end of 1950. In the course of that year 
there was a very lively debate on whether statutory dividend limitation should 
be prolonged or not. Until late in the autumn the question hung in the balance, 
but finally the Government decided not to ask the Riksdag for a renewal of the 
law. The primary reason for this was that the wage-freeze agreement with the 
trade unions was due to expire at the end of 1950 and could not be renewed. 
The “ psychological motivation "’ for continued dividend limitation had thus 
disappe ared. It was true that inflationary tendencies were as acute as ever, 
but it could not logically be maintained that a lifting of the ceiling on dividends 
would add seriously to them. Total dividends from Swedish limited companies 
in the year 1949-50 amounted to only 500 million kronor; this represented a 
bare 3 per cent. of the aggregate assessed incomes for that year (17,200 million 
kronor). Moreover, a very substantial part of any increase in company divi- 
dends would come back to the Government as personal income tax. 

The Swedish stock market responded very quickly to the lifting of dividend 
control. As soon as it became clear that the law of 1948 would not be renewed, 
a pronounced boom set in on the stock market and this boom has continued 
almost uninterruptedly throughout 1951. Out of 90 companies listed on the 
Stock Exchange, 66 increased their dividends in one way or another in the 
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course of the year. The total amount distributed by these go companies rose 
from 215 million kronor in 1950 to 265 million kronor in 1951, or by 23 per cent. 

This boom in share values has inevitably led to some restlessness in Socialist 
circles. But it is apparent that the dividend freeze could not be defended 
on grounds of justice or of economic value. While the freeze was in effect 
between 1948 and 1950, dividend control was 100 per cent. effective, but wages 
continued to creep up gradually in spite of the much publicized “ restraint ”’ 
Between 1948 and 1950 hourly wage rates in Swedish industry increased by 
about 17 per cent., while company dividends remained virtually unchanged. 
Comparison with pre-war figures is even more revealing. Even after this year’s 
increases, company dividends as a whole are believed to have risen by only 
some 70 per cent. above the 1938-39 level, while the cost of living has risen by 
around 80 per cent. During the same period the nominal wage rates of male 
workers in Swedish industry have risen by 135 per cent.; for female workers in 
industry and for agricultural workers the increase has been substantially more. 
This means that there has been an increase in workers’ real incomes of at least 
30 per cent., while the average shareholder has suffered a diminution of his real 
income. These estimates are struck before allowing for the effect of the very 
heavy increases in taxes on property and higher incomes that have been made 
since before the war and that have affected shareholders v ery severely. 

Quite apart from this belated and as yet only partial correction of injustice 
to shareholders, the abolition of dividend control in Sweden has had a very 
beneficial effect on the economy by relieving the difficulties of industrial 
financing. All through the period of dividend limitation, and particularly 
after 1947, the Swedish stock market had been unduly depressed by the uncer- 
tainty and lack of incentives that this control implied. This made it very 
difficult to raise new capital through public stock issues and was particularly 
detrimental at a time when Swedish industry had very large needs of fresh 
capital after the depletion of its capital assets caused by war and inflation. 
During the past year, however, the favourable development of the stock market 
has prompted many industrial concerns to raise new capital through public 
stock issues; issuing operations in 1951 have been livelier than at any time 
since before the war. It is possible that the Riksbank’s proposals herald a new 
period during which industrial issues will be thwarted, this time by direct 
controls. This would be a grave misfortune, and another example of the 
dangerous tendency to put the whole burden of necessary cuts in spending on 
productive industrial investment, which is one of the few forms of spending 
that has been kept unduly low in the post-war “‘ reconstruction ’’ period. 

To sum up: Sweden provides an interesting comparison with Britain in that 
compulsory dividend control has already been tried and abandoned. But 
Sweden, having followed a modified cheap money policy long after Britain had 
discontinued it, now threatens to be engulfed in a sea of direct controls over 
bank lending. The post-war histories of both countries thus seem to have been 
marked by an unhappily comparable series of left wing expedients, motivated 
by a failure to impose really effective disinflationary policies on the one hand 
and by the desire, on the other hand, to apply ‘“‘ psychological ’’ balm to the 
trade unions and to keep up such social welfare schemes as cheap house 
building programmes. 
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Can Canada Avoid Direct Controls ? 


By Professor Frank Knox 


KINGSTON (ONT.) 








decision to try to counter inflationary pressure by fiscal and monetary 

policy instead of by the current American expedient of direct controls, 
It is too early yet to say that this attempt will fail. At the moment, however, 
it seems in danger of falling between two stools. On the one hand, the steps 
taken have not been sufficient to prevent a sharp rise in the cost of living; 
many Canadians are therefore now drawing unfavourable comparisons between 
recent trends in Canadian and American price indices. But, on the other hand, 
the fiscal and monetary measures adopted have gone far enough to cause some 
local hurt—and there are thus grave political difficulties in the way of tightening 
them further. Both these circumstances have given more power to the elbow 
of those who are clamouring for the imposition of direct price and allocation 
controls on the United States model. 

Canada’s present disinflationary policy has its main basis in the budget of 
April ro last and the Bank of Canada’s announcement on February 22 of new 
restraints over bank lending. The objects of the budget were stated to be to 
provide the funds required for defence; to restrain use of scarce materials 
required for defence production; and to achieve both these ends by methods 
that would not involve the direct Government controls of war-time but would 
leave the price mechanism largely in control of the direction of economic 
activity. A surtax of 20 per cent. was added to present individual and corporate 
income taxes and excises on particular commodities such as motor cars, radios 
and some household appliances were raised from 15 per cent. to 25 per cent., 
while 15 per cent. was levied on mechanical refrigerators, washing machines 
and some types of stoves. The high level of investment, which is partly a con- 
sequence of the high level of consumer demand and which was causing pre- 
emption of scarce materials, was discouraged by reversing the war-time 
acceleration of depreciation allowances on essential investment. Depreciation 
allowances for income tax were deferred four years on all assets purchased after 
the budget date except for certain named types of assets (e.g., those acquired to 
expand the production of electricity). The Government has been given the 
power to grant exemptions to investment for defence purposes and for primary 
and transportation industries 

Although the new bank lending policy was not announced until February, 
the Canadian authorities had taken some preliminary steps in late 1950 to 
enable them to use monetary policy in support of fiscal policy. The freeing of 
the Canadian dollar from exchange control on October 2, 1950, eased the Bank 
of Canada’s task in controlling chartered bank cash, since it tended to reduce 
speculative capital inflows. Later, on October 17, the central bank raised its 
discount rate to 2 per cent. from the rate of 1} per cent. that had been in effect 
since February 8, 1944. Though lack of bank borrowing from the Bank of 
Canada deprived this action of direct effects, the Bank thereby hoisted the 
traditional warning of changeable weather ahead. In November, the Bank 


A T the beginning of this year the Canadian Government took the bold 
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followed this up by allowing Government bond prices to fall so that yields 
rose from the 2.75 per cent. basis of the early part of the year to a 3 per cent. 
basis. In March’ a 1951 the yield was allowed to rise to 3.5 per cent.; this 
further increase was motivated by the increase in interest rates in the United 
States. Nevertheless, the Canadian authorities can claim to have moved 
ahead of the United States in ending the system whereby banks and other 
lending agencies could acquire funds for the expansion of commercial loans by 
selling bonds to the central bank at fixed prices. 

While the central bank was laying this basis for greater freedom of action, 

however, the “‘ current public ”’ loans of the chartered banks rose alarmingly. 
In September, October and November the increase was $317 millions or 13.8 
per cent.; the increase in November alone was $162 millions or 6.6 per cent. 
November is a month when seasonal demands for bank accommodation are 
always heavy; in each November since the war (except 1949) loans have grown 
by over $100 millions. The addition of another $60 millions to current public 
loans in the two months December and January, however, showed that bank 
credit was being used to more than the usual seasonal extent; in each previous 
year since 1946 bank loans had declined in December and January. 
' The stage had therefore been reached when some new controls over bank 
lending were inevitable. At the meetings that preceded the announcement of 
February 22 the Bank of Canada “ expressed the view that further increase 
during 1951 in the aggregate volume of bank loans and holdings of non- 
Government securities would be undesirable and should be prevented. The 
general managers of the chartered banks concurred that an inflationary ex- 
pansion of credit is undesirable and agreed to co-operate to this end’. To this 
general undertaking to stabilize the aggregate volume of bank loans, certain 
specific controls were added. The banks agreed to make only “ ordinary 
operating ”’ loans and not to provide long-term capital by ‘‘ term loans or 
purchasing corporate securities with a term of one year or longer.” The total 
loans on instalment finance paper were not to be increased and any new loans 
of this sort were to be made only against “ substantially increased ”’ margins. 
Stock brokers and other money market lenders joined the banks in increasing 
to 50 per cent. the margin required for loans on securities. 

It is clear that this new bank lending policy labours under the disadvantage 
that it depends on the largely voluntary co-operation of the commercial banks. 
To say this is not to give any support to the view of those who maintain that the 
vigorous response by the banks to the public demand for bank credit in the 
months that preceded the agreement shows that the assent of the chartered 
banks to the new arrangements was grudging. Public announcement of a 
national policy, to which all had an obligation to conform, was obviously 
necessary before such difficult action could be taken by competing institutions. 
Nor is it surprising that the increase in current loans did not stop immediately. 
February, 1951, saw total “ current public” loans grow by $65 millions, more 
than they had in December and January together; the increase in March, at 
$120 millions, almost doubled that movement. The increases have since 
diminished and in June and July the total was virtually stabilized. But for the 
grain carryover, which has slowed up the liquidation of grain loans, the results 
shown to date might have been still better. 

The real test, ‘however , will emerge from experience this autumn, as the 
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banks face the seasonal demands from farmers and business men. If borrowers 
in essential industries are to have their needs met without an increase in total 
loans in 1951, others will have to be cut down. Even with head office support 
the average branch bank manager will not find the decisions thus forced upon 
him easy to make. The problems to be solved and the vigour of the in- 
dividual banker’s attack upon them will vary from bank to "bank and from 
branch to branch. Some disparity between the rates of change in loans of the 
chartered banks has not unnaturally resulted. Special reports on recent lending 
experience are now being prepared by each bank for the Bank of Canada. 

How far are these controls likely to prove effective? Unfortunately, prices 
in Canada have so far risen more sharply than in the United States. At the end 
of June, 1951, the Canadian cost-of-living index stood at 187.6, while the 
United States index of consumer prices stood at 185.2 (the base period for both 
indices being 1935-39). During the first half of 1951 the Canadian index had 
risen 16.5 points, or 9.6 per cent., while the American one rose only 6.4 points, 
or 3.6 per cent. Wholesale commodity prices in the two countries show a 
similar trend. The Canadian wholesale price index stood in June, 1950, at 
209.2; the American index, recalculated to the 1935-39 base used for the 
Canadian index, stood at 195.2. In the second half of 1950 the two indices 
moved approximately in step; in fact, the United States index rose somewhat 
more rapidly and stood in December at 217.5, or 7.7 points below the Canadian. 
However, in the first quarter of 1951 the former disparity between them was 
almost restored; by end-March the Canadian index was at 241.8, or 13.5 points 
above that of the United States. By last June the United States wholesale 
price index had fallen 2.9 points to 225.4, while the Canadian index had risen 
slightly to 242.7. The gap between them thus widened to 17.3 points. Whole- 
sale price movements have therefore strengthened the public impression that 
inflationary pressures have recently been stronger in Canada than in the 
United States, and this has strengthened the clamour for direct controls. 

The moral that should be draw n from this is, of course, that with Canadian 
production, employment and earnings at record levels, Canada’s fiscal and 
monetary policy should be further tightened to bring about a reduction in 
consumption expenditure and non-defence capital expenditures sufficient to 
offset expanding defence spending. But this is not the moral that is currently 
being drawn. In fact, it may prove politically difficult even to maintain the 
current levels of fiscal and monetary restraints. These restraints have already 
been important factors in bringing about pockets of local unemployment in 
areas producing motor cars, some household appliances, clothing and leather 
goods—even though national unemployment is well below 2 per cent. of a 
record labour force (5.3 millions at June 1, 1951). Voters in the affected 
regions feel that restrictions have been unnecessarily severe. 

An even wider group of people is critical of the raising of the rates on 
mortgage loans and the reduction of the proportion of Government funds 
available for the finance of new housing. The prices of building materials and 
building industry wages have risen, according to the Dominion Bureau of 
Statistics, more rapidly during the last year than during any similar period 
since the 12 months following the removal of war-time price controls on building 
materials in September, 1947. The effect of restrictions on loan funds and rising 
building costs has been to reduce the number of houses begun in the first six 
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months of 1951 by g per cent., compared with the same period of 1950. For 
communities of 5,000 population or more, housing “ starts’ in the early 
months of this year were actually above the 1950 level. But in May and June 
they fell off by 23 per cent. and in July by 41.5 per cent., thus showing a total 
shrinkage of 18.5 per cent. in the first seven months of 195I. 

The pressure of ee relaxation of controls that arises from these local 
difficulties is powerfully strengthened by the probability of a large surplus in 
the Dominion Government’s budget for the current fiscal year. The new taxes 
imposed last April were originally said to be necessary merely “ to pay our 
way”. This “ mistake’ of the forecasters is commonly held to justify tax 
reductions. Few people draw the conclusion that expanding tax revenues are 
themselves a sign of inflation—and thus show that the Government’s control 
measures have so far proved less effective than was anticipated and that yet 
severer restraints are needed. It is not clear whether there would be much 
popular support for yet higher taxes as an anti-inflationary measure. The 
opposition political parties seem united, though for a variety of reasons, in 
criticizing the Government for not adopting direct price controls. Should prices 
continue upward this autumn they may mobilize considerable popular 
support for direct controls over prices as an alternative to the Government’s 
policy of restraining demand. It seems likely that this issue will outrank all 
others at the October session of Parliament. 


Britain and a Vulnerable Japan 
By C. Gordon Tether 


LMOST the first thing the Japanese Government did when it became 
Ac *vident in the late spring of this year that there were good prospects that 

the Peace Treaty would be concluded in 1951, was to commence negotia- 
tions with the British and American authorities for revision of the agreement 
that has governed trade and payments between Japan and the sterling area 
since 1948. The Peace Treaty has now been signed and brought into operation. 
So, too, has the new payments agreement. This agreement involves an import- 
ant reorientation of Japan’s external economic relationships. It serves to 
weaken the close ties necessarily maintained between Japan and the dollar 
area so long as Washington play ed such a large part in determining the broad 
shape of her economic policies ; on the other hand, it strengthens Japan’s 
telationship with the sterling countries. 

Until last month, under the previous (1948) payments agreement, Britain 
was liable to convert into dollars any sterling accumulated on behalf of Japan 
by the Supreme Commander in excess of a “ working” balance (in practice, 
about {17 millions). Although, during the three years that elapsed between the 
conclusion of the 1948 agreement and its replacement last month, this dollar 
Clause was apparently rarely invoked, it played a very important part in 
restricting trade between Japan and the sterling area. So long as the old 
agreement remained in force—so long, that is, as payments made to Japan 
could turn out to be dollar payments—British policy was aimed at keeping 
trade between Japan and the sterling area in equilibrium. Since there was 








240 ~ ‘THE BA 1NKER 





always a tendency for Japan’s earnings of sterling to run ahead of her expendi- 
tures, this normally meant that sterling area imports of Japanese goods had 
to be restricted by licence to bare essentials. 

The new agreement does away with the dollar clause. In future payments 
between residents of Japan and of the sterling area will be settled in sterling, 
No limit is set to the amount of sterling that Japan will hold, but the parties 
‘recognizing the desirability of keeping Japan’s sterling balances within 
reasonable limits, agree to consult together with a view to ensuring a satis- 
factory operation of the agreement, including the earning of an adequate but 
not excessive amount of sterling by Japan’. There is an additional safeguard 
in the shape of a clause that allows either party to terminate the agreement 
by three months’ notice. 


NOVEL STERLING ARRANGEMENTS 

The abolition of the dollar clause is one way in which the new agreement 
carries Japan towards the sterling area. It does so in a second way by confer- 
ring on Japan the unique distinction of being half-in and half-out of the 

‘transferable account " area for purposes of sterling exchange control. Hither- 
to, countries taking advantage of the transferable account arrangements have 
been required to undertake to accept sterling in settlement of current pay- 
ments transactions with other members of the transferable account area, in 
exchange for the right to use it in settlement of payments due to those countries. 
Now, in effect, Japan secures the automatic right to use sterling to settle 
direct current transactions with transferable account countries—and also, 
incidentally, countries in the group designated as “ other countries ’’ by the 
British Exc hange Control. This means that, for the first time since the war, 
Japan can freely use sterling in payments to Austria, Chile, Czechoslovakia, 
Denmark, Egypt, Ethiopia, Finland, Greece, Iran, Italy, the Netherlands Mone- 
tary Area, Norway, Poland, the Spanish Monetary Area, Sweden, Western 
Germany, Finland and the Anglo-Egyptian Sudan (transferable account 
countries) and to Afghanistan, Albania, Cyrenaica, Eritrea, Liberia, Nepal, 

Saudi Arabia, Southern Korea and Tripolitania (‘other countries’ group). 
But payments of sterling to Japan from these same countries, even for settle- 
ment of current transactions, will be subject to specific ‘‘ administrative ” 
control—that is to say, they will take place only when the central banks of 
Japan and Britain authorise them. 

There is no doubt that Japan’s membership of the transferable account 
system has taken this unusual one-way character as a result of Japanese 
insistence that the normal form of transferable account status would be 
unacceptable to Japan in her present economic circumstances. The recovery of 
Japan from the economic disruption of the war and post-war periods has now 
advanced far enough for Tokyo to be actively looking round for all possible 
ways of developing overseas markets. With a population that is far too large to 
offer any hope of ever becoming self-supporting (and that is still rising at a rate 
of nearly two per cent. per annum), Japan must export to live. Hence the 
decision to dispense with the dollar clause in the sterling payments agreement 
—for the Japanese were well aware that it was hampering development of 
trade with sterling and other soft currency countries. Hence, too, the desire to 
be able to use sterling, and if need be, to accept sterling, in transactions with 
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the transferable account group of countries. But while Japan’s recovery has 
proceeded far enough to make her anxious to secure these additional facilities 
for her external trade, it has not proceeded so far that she feels able to run the 
risk of being forced to absorb large quantities of sterling that she may not be 
able temporarily to employ in financing her imports. Her position is that she is 
now producing enough to be looking around for markets, but she is not produc- 
ing so much that she is willing to undertake involuntary foreign lending in 
pursuit of this end. In view of the fact that in the first eight months of this 
year, i.e., before the new agreement came into operation, the Japanese holding 
of sterling had climbed from £20 millions to £40 millions, the Japanese authori- 
ties felt it necessary—even though at least half of this sum was committed for 
accruing payments—to protect themselves against the risk of being at the 
receiving end of a large net movement of funds from transferable account 
countries. They have done this by reserving the right to determine how far 
they should accept sterling in settlement of debts due by such countries. 

The cautious attitude that the Japanese authorities are adopting in re- 
shaping their external payments policies in a world with which they are now at 
peace is not difficult to understand, if the development of the Japanese recovery 
over the past two years is closely examined. It is true that almost every aspect 
of the Japanese economic picture, with the possible exception of the internal 
monetary situation, has shown a marked, indeed a quite spectacular, improve- 
ment since the beginning of 1950, and more particularly since the opening of 
the war in Korea. But it is clear that this recovery is attributable in important 
degree to new currents in world economics set moving by the Korea affair. If 
there were a general political and military settlement in East Asia, Japan would 
be in a very vulnerable economic position. 


JAPAN’S PosT-WAR RECOVERY 


On the external payments side, for instance, the position has improved out 
of all recognition since the beginning of 1950. But without detracting from the 
efforts that Japanese producers and the Japanese Government have made to 
bring this about, it is still true that results would have been far less impressive 
but for the advantages that the war in Korea has conferred upon Japan, not 
only as a result of her participation in the world sellers’ market but also by her 
provision to the United Nations forces of considerable quantities of goods and 
services paid for in U.S. currency by the U.S. occupation authorities. In 1949 
Japanese receipts from visible and invisible exports amounted to the equivalent 
of U.S. $510 millions. With payments on visible and invisible account at 
$905 millions, this left a deficit of $395 millions. Thus only a little more than 
half of the country’s expenditure was covered by receipts, the balance being 
found, of course, from American aid. Last year receipts from exports bounded 
up to $1,008 millions, thanks in part to some $200 millions of orders arising 
from the war in Korea and in part to the increase in the volume and prices of 
Japanese exports that the world-wide emergence of a sellers’ market made 
possible. As expenditures on all forms of imports increased by only $125 
millions to $1,030 millions, the external payments deficit was cut to $22 
millions. Figures recently published in a joint statement by the Foreign 
Exchange Control Board and the Bank of Japan show that this striking 
improvement was largely maintained in the first half of 1951 and at a much 
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higher level of trade. Foreign currency payments for the six months to last 
June were $1,051 millions and receipts were $1,041 millions, leaving a gap of 
only $10 millions. But this remarkable result was the product of a deficit 
on trade account of some $320 millions and a surplus on non-trade account of 
about $310 millions. This substantial surplus on non-trade account was 
largely accounted for by receipts directly or indirectly arising from Occupation 
expenditures. 

The marked turn for the better in the Japanese external payments position 
during the past eighteen months, therefore, is clearly an improvement 
that might be very difficult to maintain should the war in Korea peter out 
and American occupation expenditures in Japan be materially reduced. 
The same applies to the recovery in the country’s foreign exchange reserves in 
the past year. At the end of 1949 Japanese holdings of gold, dollars, sterling 
and other currencies amounted to less than U.S. $200 millions, an amount 
barely sufficient to provide the working balances needed to cover seasonal 
fluctuations in trade. As the year’s imports included nearly $400 millions of 
foodstuffs and raw materials that Japan received free under American aid, it 
was possible to cover the small current account deficit in overall payments and 
add something like $350 millions to reserves, bringing them up to over $500 
millions. No official figures about the movements in reserves since the end of 
1950 are available. But as current account payments and receipts, before 
allowing for American aid, have been running in approximate equilibrium, it is 
to be presumed that the movement has continued. However, the fact that 
Japan is now coming nearer to achieving an international balance on her own 
account will naturally make the Americans inclined to scale down economic aid 
or stop it altogether—except insofar as this is needed for the development of 
long-term American plans for strengthening the barrier against Communist 
penetration in the Pacific. The expansion in reserves must, therefore, tend to 
slow down even if Japan’s current account continues in equilibrium. And 
should the favourable factors that have so completely transformed the current 
payments picture since the beginning of 1950 lose their force, the additions to 
reserves of the past 18 months might quickly be dissipated. 

Equally vulnerable to external factors is the impressive expansion in 
Japanese production. In the past two years this has enabled the Japanese 
authorities to double and then almost double again the value of exports— 
and still have something over to add to the supplies coming on to domestic 
markets. Despite shortages of coal and power, similar to those experienced in 
Britain, industrial activity in 1950 was running, according to official returns, 
about one-sixth above the 1949 level ; it had thus been returned more or less 
to the levels ruling in the early thirties—that is, before Japan embarked on 
her ill-fated policy “of expansion in the ‘“‘ East Asiatic Co-Prosperity sphere” 

The production target for 1951 was at first placed at 23 per cent. above the 
realised 1950 level, but by the end of the first quarter production was estimated 
to be running 24 or 25 per cent. beyond last year’s figure and the target has now 
been raised to 34 per cent. above 1950 ; this would be 40 per cent. in excess of 
the 1932-36 average. But Japan is largely dependent on overseas sources of 
supply for the raw materials needed to sustain a production figure of this 
magnitude. And, clearly, if circumstances beyond the contiol of the Japanese 
forced down receipts from exports and thereby compelled a tightening of 
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restrictions on imports, the ability of industry to maintain, still more to 
increase, production might be seriously jeopardized. 


OPPOSITION TO JAPANESE EXPORTS 


The vulnerability of Japan’s spirited recovery to changes in external trends 
provides the main reason for the desire of the Japanese Government to streng- 
then its ties with the sterling area—but at the same time to minimize the risk of 
being forced to provide credits to Britain as an indirect result of participation 
in the sterling transferable account system. There are, however, two other 
factors that must be taken into consideration. The first of these is that the 
Korean war has brought inflationary pressures back to Japan ; there is a fear 
that the provision of credits through the operation of full transferable account 
arrangements would tend to widen the money-goods gap. The second factor 
is that the Japanese are acutely aware of the opposition that the expansion of 
their trade in textiles, cheap toys, and other manufactured articles is tending to 
incur. It was recently reported that Japanese whisky is now on offer in 
Australia at a quarter the price asked by British producers, and that Japanese 
bicycles are selling there at {7 each. It has been reported from New York that 
Japanese producers are offering china and glassware at 50 per cent. below the 
prices asked by American manufacturers. It is, of course, only by undercutting 
in this way that Japan can hope to buiid up its foreign exchange revenues. 
But such undercutting, especially if it goes far enough to reduce any one in- 
dustry of any one country to real difficulties, inevitably arouses opposition that 
eventually finds expression in discriminatory tariff adjustments by the countries 
that feel themselves threatened. 

It is, of course, clear that such discriminatory tariffs — and the refusal to 
grant most-favoured nation treatment that Sir Hartley Shawcross has openly 
proclaimed—make no economic sense. Restrictive policies of this kind will 
hurt consumers in importing countries (in the sterling area’s case, chiefly 
Colonial countries), and will throw the problem of Japanese viability back into 
the hands of the American taxpayer. But it is a hard political fact that measures 
that hurt a lot of people a little arouse less bitter opposition than measures that 
hurt a few people a lot. It is for this reason that the Japanese are now actively 
seeking to spread the foreign competition that they must pursue to live over as 
many trades and areas as possible—in the hope that bitter medicine that is 
spread widely will also be spread thinly. The new sterling payments agree- 
ment, which opens a wider door to Japanese trade with many countries, should 
be viewed in the context of this policy. 

The broad picture reflected in the present trend of Japanese exchange policy 
is, therefore, of a Japan recovering from post-war economic malaise at a specta- 
cular pace but in such circumstances that the possibility of a swift and painful 
reversal of the process must loom large in Japanese calculations. Britain 
should not ignore the fact that the main object of the new payments agreement, 
as seen from Tokyo, is to clear the way for greater Japanese competition in 
sterling area and other soft currency markets. But it also should remember 
that to try to thwart this purpose by discriminatory means would simply lay a 
burden on Colonial peoples that they might be unwilling to accept, and would 
tend to divert Japanese competition to other markets—and often more vital, 
hard currency ones. 
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The Native Banking Boom in Nigeria 
By David Rowan 


(Research Fellow, West African Institute of Social and Economic Research) 


Nigeria. This was the National Bank of Nigeria, Ltd., which was incor- 

porated in Lagos in 1933. In June, 1939, its balance sheet showed deposits 
of £10,299, paid-up capital and reserves of £5,707 and advances and loans of 
£12,282. It possessed only one office at this time—in Lagos. To-day there 
are six African owned and managed banks in existence. Their total deposits 
may exceed {1 million and their advances to Africans £600,000. They 
maintain over forty branches in Nigeria; one of them, the Farmers and Com- 
mercial, also has an office in London. Since 1947, in fact, African banking 
has enjoyed a miniature boom of some intensity. The anatomy of that 
boom is displayed in outline in Table I. 

Outside Nigeria this spectacular growth in the number and resources of 
African banks has attracted little comment. Inside Nigeria it has been 
regarded with mixed feelings, especially by those who remember the African 
bank failures of 1931 and 1936. Nevertheless, provided stability is main- 
tained, there can be no doubt that this boom could blaze the way for an 
important advance in Colonial development. Its advantages, and proposals 
for remedying its admitted faults, deserve sympathetic consideration. 

The two immediate parents of the African banking movement were a 
relatively small group of enterprising and persistent African business men and 
the British banks operating in Nigeria. The role of the latter was probably 
the more fundamental. Lending is always and everywhere a difficult and 
risky business. But in Nigeria between the two World Wars the difficulties 
and risks were particularly great, because crop prices (and with them local 
prosperity) were liable to very sharp fluctuations, not only within the trade 
cycle, but within individual years. Before the establishment of the Marketing 
Boards, with their policies of yearly guaranteed prices and anti-cyclical 
stabilization, the two large British banks, Barclays (D., C. & O.) and the Bank 
of British West Africa, were therefore willing to maintain only relatively small 
portfolios of local loans. The policy of sending a high proportion of their 
funds to London for employment was, of course, also encouraged by general 
considerations of liquidity, because “ liquid assets ’’—then as now—were not 
available in Nigeria. 

In addition to the general unattractiveness of local lending, the provision 
of finance for Africans carried difficulties of its own. As a group, Africans 
did not enjoy a high reputation for commercial reliability and caution. Their 
businesses commonly lacked the fixed capital assets that could provide the 
British bankers with a margin of security for advances. Accounts were 
frequently scanty or non-existent and it was therefore a difficult problem to 
assess the merits of individual loan applications. Finally, Africans experi- 
enced considerable trouble in meeting the British bankers’ security require- 
ments. This problem was in part legal, for the systems of land tenure in 
most parts of the country made it difficult to lend against mortgage. Under 
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the land tenure ordinances in the Western Provinces, for example, British 
banks are classed as “‘ non-natives’’ and land cannot be alienated to them 
without the consent of the Governor. Though mortgage devices do exist, 
they are relatively unattractive. 

The result of all this was that the British banks—pushed in the same 
direction by caution, by the claims of liquidity, and by their close connections 
with the London market—lent little in Nigeria, and the greater part of that 
went to expatriate firms and individuals. Africans were driven to obtain 
finance either from local money lenders, whose rates were very high, or from 
the larger expatriate businesses. The latter were understandably unwilling 
to finance competitors and mainly confined themselves to providing finance 
for Africans acting as purchasing or distributing agents. Not unnaturally, 
African traders resented this state of affairs—more particularly since it must 
often have seemed that they were being discriminated against as Africans, a 
discrimination that did not, in fact, exist. As a result of this resentment, 
there was not only a large potential market for any bank that would be willing 
to lend to Africans but also a large group of excluded borrowers who were a 
source of pressure directed towards the formation of purely African banks. 


AFRICAN BANKS AND THEIR BUSINESS 


Between 1929 and 1933 there were three attempts to form and operate 
African banks that would lend entirely to Africans. Of these the first two 
ended in liquidations, of which the earlier had some unpleasant and disturbing 
features. The third bank to be formed, however, was the National Bank of 
Nigeria. Up to the outbreak of war this bank grew slowly but steadily; it 
displayed admirable caution and an enviable capacity for making haste 
slowly. With its establishment it may be said that African banking in 
Nigeria had begun. 

There is very little public information about the business of African banks. 
It is known, however, that the lending operations of the National Bank of 
Nigeria, the Farmers and Commercial Bank, and the African Continental 
Bank (which together control over go per cent. of African bank deposits) 
consist mainly of short-term finance to African importers, exporters, produce 
buyers, and traders. The average rate charged for overdrafts is about 10 per 
cent. The National Bank, through its subsidiary, the Mutual Aids Society 
Ltd., also provides rather longer loans against property mortgage in Lagos 
and in towns in the Western Province. The rate charged for this type of loan 
is 124 per cent., as laid down in the Money Lenders’ Ordinance. These 
mortgages are commonly for short periods (under three years), but they are, 
of course, open to renewal—and renewal is probably common. On the basis 
of such figures as are available, it seems likely that the African banks, with 
perhaps one-fourteenth of the resources, now provide more finance for Africans 
than the two British concerns put together. If this estimate is correct, it 
gives some indication of the imperfections of the local loan market prior to 
the formation of the African banks. 

Has this expansion of lending to Africans been on sound lines? No 
figures are available for either the Farmers and Commercial Bank or the 
African Continental. Annual balance sheets for the National Bank of Nigeria 
are, however, published each June, and the development of its portfolio from 
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1939 to June, 1950, is to be found in Table II. Before discussing the impli- 
cations of this table one point should be made clear. Nigeria possesses no 
bill market and no organized capital market. Only three types of asset 
are available locally—cash, advances, and investments in local African com- 
panies. Of these only cash would be regarded as classifiable under the heading 
of “‘ liquid assets ’’ as understood in Britain. It is possible to argue, however, 
that the African banks can also classify their portfolio of British and Nigerian 
Government securities as “‘liquid’’; these holdings are, of course, very small 
indeed relative to the absorptive capacity of the market. 

Even if this convention is adopted, it is difficult to escape the conclusion 
that the National Bank’s “ liquidity ’’ is not high—especially in view of the 
relatively risky nature of the lending operations undertaken, the probable 
instability of deposits in primitive banking systems, and the vulnerability of 
the economy to overseas generated fluctuations. The last annual balance 
sheet revealed a cash ratio of 13.7 per cent. and a “liquid assets’ ratio of 
24.4 per cent. Advances, on the other hand, exceeded 78 per cent. Since 
that balance sheet was published, it is known that deposits have grown con- 
siderably, but there is little reason to suppose that “ liquidity ’’ has kept pace. 
Comparison with 1947, when the two main competing banks were just beginning 
business, is interesting. In that year liquid assets were nearly 34 per cent. of 
deposits. Moreover, paid-up capital and reserves were rather higher in the 
earlier year—14.1 per cent. against the 12.3 per cent. of 1950. The years of 
greatest banking expansion have thus witnessed a considerable decline in 
“liquidity ” standards. It is difficult to resist the impression that there has 
been some capitulation to boom psychology. 

What of the position of the other African banks? A discouraging feature 
of the situation is that only the National Bank has seen fit to open a security 
portfolio in the accepted sense of that term; and there is some doubt whether 
it was regard for liquidity that prompted it to do so. A glance at Table II 
reveals that in 1943-44, the years in which the portfolio was opened, local 
lending opportunities were scanty. In 1942, for example, cash reached the 
uneconomic ratio of 57.5 per cent. There is, therefore, some reason for 
believing that the security portfolio owes its existence less to the desire to 
maintain “‘ liquidity ’’ in later years than to the absence of lending oppor- 
tunities. Since 1944, when local lending opportunities revived, the security 
portfolio has been virtually constant. In the same period deposits have 
nearly quadrupled, while advances have increased eightfold. 








NEED FOR BANKING LEGISLATION 

If the liquidity of the other two large African banks is no stronger than 
that of the National—and there is no reason to suppose that it is~-it is difficult 
to avoid some feelings of pessimism and concern. It seems unlikely that 
African banks, which are operating in the economic environment of Nigeria 
and without contact with a Central Bank, can afford to maintain “‘ liquid asset ”’ 
ratios lower than those thought necessary by British bankers. Banking 
booms in other countries have often followed the familiar path of expansion, 
crisis, failure, official enquiry and, finally, preventive legislation. It would be 
. tragedy if this dismal historical pattern were allowed to repeat itself in 
Nigeria. 
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The need for official intervention is seen most clearly by those who believe 
in the importance of the growth of African banking. Despite any shortcomings, 
the development of the National Bank over the past eighteen years represents 
a fine achievement of African enterprise. At present, the principal gain from 
the operation of African banks is the obvious one, namely, that Africans who 
might otherwise have been unable to obtain bank finance and thus might 
have been driven out of business or into the hands of the money lenders, can 
obtain the necessary finance at rates that are certainly not unreasonable. In 
the last analysis, the development of Nigeria must depend upon African 
enterprise and skill, and both these forces require all the encouragement and 
assistance they can get. The Government action in setting up Regional 
Development Loan Boards has done something to provide a source of medium- 
and long-term loan capital. The African banks have done a good deal to 
provide short-term finance as well as to develop institutions whereby the 
savings of Africans can provide capital for African enterprise. Before their 
advent, the British banks did this only imperfectly, and the Currency Board 
and Post Office Savings Bank not at all. 

In the longer run, the benefits may be still more important. Already at 
least one African bank is attempting to find a legal method of lending against 
the security of agricultural land. Like the British banks, the African concerns 
are “non-natives”’ from the point of view of the land tenure ordinances. 
Land cannot, therefore, be alienated to them any more than it can to the 
British banks without the consent of the Governor. There are two possible 
solutions to this difficulty. Either the existing procedure of ‘‘ mortgage by 
demise,’’ which applies to some urban land in the Western Provinces, might 
be extended to cover agricultural land, or the African banks might be regarded 
as “‘ native’ for the purposes of land law. It is interesting to note that this 
status has been granted to the Western Regional Development Loan Board. 

If the African banks succeed in finding a way, in law, of lending against 
agricultural land, the road will be open to the provision of seasonal finance 
for farmers. This would provide an immediate benefit by reducing the need 
of the peasants to pay high interest rates to.produce buyers and money lenders. 
It might also have even more important long-term effects. Nigeria is a country 
dependent on peasant farmers. Its economic development must be based 
upon improving the technique of these thousands of small-scale producers. 
As yet this process has hardly started. Once it does, a large demand for 
medium- and perhaps long-term capital for development purposes can be 
expected. If this happens, there would be great advantages in having a 
system of commercial banks in close touch with the farming community and 
able to act as a suitably decentralized channel for the provision of medium-term 
capital—and perhaps also as agents for the provision of long-term funds. It 
cannot be too often stressed that financing the development of communities 
of this type requires decentralized institutions. And the decentralized 
provision of finance is peculiarly a banking problem. 

If official intervention is necessary to protect this tender and valuable 
plant, what form should it take ? Qualitative and quantitative control on 
the lines of the Federal Reserve System would almost certainly be impossible. 
The former would produce administrative difficulties and political objections. 
The Government would not find it easy to recruit the personnel necessary to 
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undertake general supervision and examination of bankers’ assets; moreover, 
African bankers would almost certainly raise objections to comprehensive 
official supervision of this type. There would also be a danger, under this 
method of control, that African banking enterprise might be unduly restricted 
and the African banks might be encouraged to follow rules of conduct not 
dissimilar to those of their British competitors. Since their usefulness to 
Nigeria springs largely from the fact that they follow different rules and are 
prepared to lend where the British banks are not, this might be unfortunate. 


SCOPE FOR OFFICIAL CONTROL AND GUIDANCE 


Probably the most acceptable solution, both politically and adminis- 
tratively, would therefore be to enact legislation requiring all banks to 
maintain certain minimum ratios between deposits on the one hand and 
cash, securities and perhaps paid-up capital and reserves on the other. The 
banks might also be required to submit to a limited form of Government 
inspection. This latter provision might be welcomed by African bankers, 
since branch inspections—necessary because of expansion of branches and the 
need to guard against mismanagement and peculation—are difficult to carry 
out owing to the grave shortage of suitable staff. Legislation along these 
lines would go a long way towards ensuring stability, while still allowing full 
scope for the initiative of African bankers to choose their own lending risks. 
On all counts it seems to offer a solution both workable and acceptable. 

The Government might also at the same time help the African banks to 
train an adequate staff of proved integrity. African banks have made various 
attempts to solve this very difficult training problem. Suitable young men 
have been sent to Britain for training, and one bank has opened a school and 
library in Lagos; this bank offers to train interested and suitable applicants 
who are willing, at the end of their training, to join its staff. Both these 
methods, however, are costly in the short run—perhaps too costly for some 
ofthe banks. It would be a wise act on the part of the Government to institute 
a number of scholarships designed to pay part of the cost of staff training in 
Britain; the remainder of the cost could be borne by the bank nominating the 
student and acquiring the right to appoint him to the staff on return. 

Action along these general lines would probably solve the more immediate 
problems. It would, however, do nothing to provide a local source of 
liquidity or a local supply of “ liquid” assets. It is difficult to see how these 
problems could be solved without the creation of a central bank. Central 
banking has been suggested for Nigeria before, generally on the grounds of 
the need to conduct anti-cyclical monetary policies. This is surprising; in a 
country such as Nigeria, which is heavily dependent on overseas trade, the 
scope for anti-cyclical monetary policies is sharply restricted. But if African 
banks are to carry out a useful réle in the provision of medium- and short-term 
finance to farmers, some market in mortgages will be necessary. A central 
bank willing to lend against certain defined types of mortgage would not only 
provide a final source of liquidity, it would also exercise a very useful form of 
qualitative control over banking operations. Fortunately, this need is not yet 
important, since the demand for medium-term finance by farmers is very 
small indeed. The central banking issue is not therefore an urgent one, but 
it certainly requires a fuller and more comprehensive analysis than it has 
hitherto been accorded. 
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Banking Panorama from 1851 


IiiI—The Rise of the Joint-Stock Banks 
By Paul H. Emden 


HE previous article in this series listed the banks that were operating in 
"[ tondon in 1851, briefly commented on their history and subsequent 

fates, and drew a broad picture of the banking structure at the start of the 
Victorian golden age. The dominant features of that structure were that the 
private banks still held the pinnacles of power, but that their supremacy was 
clearly approaching its end. Their suppression by joint-stock banks lay in the 
logic of economic history in general and of banking history in particular. 

Banking was originally a trade, and it had remained so until the beginning 
of the 19th century. Then—for those who were partners in banks, and perhaps 
for a few senior officers, too—it developed into a profession, into an “ agreeable 
business, bringing with it a pleasant intercourse with various kinds of people, 
and giving the opportunity of very much and most important good to be 
effected’. This was the opinion of Samuel Gurney, Quaker philanthropist, 
and head of Overend, Gurney & Co., as late as 1830. “At that time—for those 
whose banks were well established and who did not strive after excessive 
profits by taking undue risks—the profession often seemed to be an unexacting 
one. At all events, for the principals the emphasis was on good judgment 
rather than arduous labour. Scientific banking as it is carried on today—co- 
ordinated and centralized, systematically spreading risks and satisfied with a 
narrow margin of profit, banking with logical accuracy based both on well 
tried practice and on observation of the economic trends and fluctuations all 
over the world, had not then been introduced. It was only as the second stage 
of the industrial revolution quickened the pulse of economic life, and as the 
joint-stock banks began to surmount the obstacles in their way that the 
transformation became necessary. 

When it did, the private bankers rose ‘gamely to meet the need. The man 
who is usually credited as being the founder of scientific banking was, in fact, 
the leading private banker of 1851. He was Samuel Jones Loyd, friend and 
adviser of Robert Peel, who in 1850 became Lord Overstone. Endowed with 
“a perfectly logical mind, admitting nothing, forgetting nothing, never at 
fault... in sum remorseless "Jones Loyd was the real begetter of Peel’s 
Bank Charter Act of 1844. ‘The w ay in which Jones Loyd looks at it ” (as 
Thackeray said in his Book of Snobs, chapter 38) was decisive in Westminster, 
and successive Chancellors of the Exchequer, above all Charles Wood, con- 
sulted him on all important banking and currency questions. Nevertheless, the 
familiar saying that ‘‘ no one is more doctrinaire than the practical man”’ fits 
no one better than Loyd ; in fact, it was of him that it was first used. 

Under his able and far-sighted management the firm of Jones, Loyd & Co. 
grew into the most important private bank, not only in London but in England. 
In 1851 he was a dominant figure in Lombard Street, w ielding his powerful 
influence as the rigorous and vigorous spokesman of the interests of private 
banking and as the most relentless enemy of the joint-stock banks. Indeed, 
when the crisis of 1857 was at its height he publicly expressed regret that the 
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letter from the Treasury bringing relief (by suspending Peel’s Act) had not 
arrived a day later ; if it had been so delayed, he said wistfully, “ all the joint- 
stock banks would have tumbled to pieces’’. In Jones Loyd’s opinion joint- 
stock banks were “‘ deficient in everything required for the conduct of banking 
business except extended responsibility ’’. The prejudice and animosity of a 
man so influential in both the City and Westminster explain in a great measure 
the disdainful treatment of the young joint-stock banks and the rebuffs they 
had to suffer. 

There were three main obstacles in the way of joint-stock banking in 1851. 
In the first place, the law was deliberately not adapted to the new conditions. 
The main surviving anachronism was that each holder of a bank share was still 
liable without limit for the bank’s debts. Until 1858 joint-stock banks could 
be formed on the principle of limited liability only by applying for a Special 
Act, Royal Charter on Letters Patent. Even after 1858 the principle of limited 
liability did not extend to note issuers, and, partly because of this, many of 
the banks did not avail themselves of the new facility for a considerable time. 
In the 1860s, however, there was some move in this direction and after the 
collapse of the City of Glasgow Bank in 1878, by which other banks were 
dragged down and a great many shareholders completely ruined, the form of the 
limited company became general—thanks to the facility of ‘‘ reserve liability ”’ 
afforded by the Act of 1879. 

Other legal barriers that persisted until well into the 19th century were 
those precluding note-issuing joint-stock banks from opening in London ; 
these barriers were described in last month’s article. In addition, the rights of 
corporate bodies were withheld from joint-stock banks until 1844. This meant 
that they could not maintain any legal action except in the name of all share- 
holders ; the problems that this implied for a bank with an extensive business 
and many hundreds of shareholders can well be imagined. 

The second main barrier in the way of the joint-stock banks in the early half 
of the 19th century was the opposition of the Bank of England, which dreaded 
competition from them. It was the Bank of England that opened proceedings 
early in 1835 to prevent the Westminster and other joint-stock banks from 
accepting bills drawn at less than six months (as were the bulk of all bills). 
The legal position was doubtful and the first application of the Bank was 
refused, but in 1837 an injunction was granted. This would have cut off the 
new banks from a most important branch of banking had not an expedient 
been found—the customers drew their bills without acceptance until 1844, 
when the restriction was repealed. Up to 1842 the Bank of England also 
denied joint-stock banks the facility of a drawing account. This, said James 
William Gilbart, in the first annual Report (1835) of the Westminster Bank, 
was “a convenience granted, as a matter of course, to every respectable firm 
who may choose to apply for it’. Gilbart went on bitterly that the obstacles 
put in his bank’s way were “ of no ordinary kind caused by an opposition in 
some degree natural, but carried to an unfair extent by existing 
establishments ’’. 

The third great barrier before the joint-stock banks in 1851 was that the 
private bankers had entrenched themselves in a bulwark they thought to be 
impregnable, the London Clearing House. The importance of this needs some 
explanation. An informal exchange of drafts had been introduced quite early 
in the 18th century. The first bank runners or walks clerks used to meet for 








THE BANKER 





this purpose under some archway ; later they met in the ‘‘ Five Bells’ tavern 
in Dove Court (a thoroughfare swept away in 1831 after the opening of the new 
London Bridge when King William Street was constructed). In 1770 the prac- 
tice received official blessing and a recognized organization, the Clearing House 
—a typical example of the “ natural” growth of City institutions—was set up. 
By 1777 it had 33 members and the daily clearing seems to have amounted to 
about {100,000. In 1800 there were 43 members, in 1810 46 and in 1833 39. 
All these members were, of course, private bankers—for the simple reason that 
until 1834 there was still no joint-stock bank in London. When Gilbart was 
about to set up the Westminster Bank he, of course, applied for admission to 
the Clearing House and requested permission “‘ to send a clerk . . . in the 
ordinary way’. The application (of February 18, 1834) was addressed to the 
Chairman of the Committee of Bankers, Lewis Loyd, father of Samuel Jones. 
The application was refused, and on February 24, 1834, Gilbart was informed 
“ that the Committee decline complying with such a request under the con- 
sideration that the Clearing House is intended exclusively for the accommoda- 
tion of private bankeis ”’ 

The ban was still in force in 1851, seventeen years later; the 
Clearing House remained the preserve of 24 private banks. But it 
was already clear that the House would soon degenerate into a farce 
if the joint-stock banks were much longer excluded. Three years later, 
therefore, on June 6, 1854, the Westminster, the London & County and the 
Commercial Bank of London (both constituents of the present-day Westminster 
Bank), the London Joint-Stock (now incorporated in the Midland) and the 
Union Bank of London (now incorporated in the National Provincial) were 
admitted to the House, though they were not given a share in the management. 
To reach that goal they had to wait twenty years longer. 

In 1854, incidentally, another important change was made in the proceedings 
of the Clearing House. The merit of the system, then as now, was of course 
that it avoided many needless cross-transfers of funds between banks. But 
until 1854 it was the practice for the final balances of each day’s business to be 
paid in bank notes. In that year this use of currency was abolished and the 
daily settlement carried through by means of a transfer on the Bank of England. 

The private bankers threw open the gates of the Clearing House in 1854, 
not because of any feeling that an unfairness had to be redressed, but because of 
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force of circumstance. During the first 20 years of their existence, from 1826 to 
1846, the progress of joint-stock banks had been irregular—but it was irre- 

slaty forwards. In the boom year of 1836, for example, when no fewer than 
47 new banks were formed and 32 amalgamations carried through, 26 private 
banks were absorbed by joint-stock banks and disappeared from the scene. 
Five years later, in 1841, only 311 of the 554 private banks that had done 
business in 1825 were left. It is true that these 311 included many eminent and 
wealthy houses that had weathered many storms—in London, Childs, Coutts, 
Glyns, Curries, Hoares, Robarts, Lubbocks, Prescotts, Loyds, Smith Paynes 
Barclays, Bosanquets, Goslings ; in the country, Lloyds, the Smiths banks, the 
Gurney and Backhouse banks, Becketts, Stuckeys and others. But the writing 
was on the wall. When the crisis of 1847 was overcome it became clear for all 
to see. From then on the joint-stock banks’ prestige and ascendancy speedily 
and irresistibly increased. In the five years from 1847 to 1851 the Westminster 
Bank’s deposits, to give one important instance, rose from {2,747,000 to 
{4,677,000 ; they reached {5,582,000 in the following year and thus doubled 
within six years. It was obvious, therefore, that the current could no longer be 
stemmed and that the private banks, however wealthy and trusted they might 
be, were unable to meet the fast increasing demands for credit. Only the 
joint-stock banks were able to finance the ever-growing industrialisation of 
England. They had become a necessity. 

Ten years after their admission to the Clearing House in 1854 joint-stock 
banks had their great day of triumph. In 1864 Lord Overstone himself recog- 
nized that necessity was stronger than principle and, in order to protect the 
interests of his depositors, felt compelled to surrender the independence of his 
firm and to amalgamate Jones, Loyd & Co. with the Westminster Bank. 
Immediately after the news of this amalgamation, W. G. Prescott, of the well- 
known London banking house of Prescott & Co., which held its independence 
until 1891, wrote to Lord Overstone : “‘ The addition of your influence to the 
joint-stock system is the most serious blow that private banking in London has 
yet felt’. The verdict of the Dazly Telegraph, given in almost the same words, 
was that ‘‘ the event is in itself the greatest blow that has ever yet fallen on the 
system of private banking ; it is a confession that the era of private firms has 
passed, and that the day of joint-stock banking is fully and finally acknow- 
ledged. It is an avowal that the one kind of institution must give way to the 
other which is the better 

In the 56 years that followed this prophecy was fulfilled to the letter. 
When, in December, 1920, Beckett & Co., of Leeds—a famous old firm (formed 
in 1750) with 39 branches—was absorbed by the Westminster Bank, only 
two of the old and respected private bankers were left in the whole of England. 
These two—Hoare & Co., of Fleet Street (established 1673), and Gunner & 
Co., of Bishop’s Waltham (established 1809) i is day. In the century 
from 1826 (when the first joint-stock bank was formed) 552 amalgamations were 
carried through. Some of these, of course, were amalgamations between banks 
of the same type* but by far the largest proportion consisted of absorptions of 
private houses by joint-stock concerns. 

*There were also three cases, though three cases only, where private banks absorbed joint- 
stock banks. In 1878 Crompton & Evans of Derby acquired the Chesterfield & North Derbyshire 
Bank (a combination that ended, via Parrs Bank, in the Westminster) ; in 1879 Bolitho & Co., of 


Penzance, bought the Union Bank of Helston (Barclays) ; and, lastly, in 1890, Williams, Deacon, 
Thornton & Co., of London, absorbed the Manchester & Salford Bank (Williams Deacon’s Bank). 
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International Banking Review* 
Argentina 


HE Central Bank has announced that no new permits are being granted for 

imports in the “ without use of exchange’ category. The arrangements 

now suspended were originally introduced as a means of stimulating the 
repatriation of privately-owned Argentine assets from abroad. The reasons for 
the official decision have not been given, but it has been suggested that the system 
has been abused for the purpose of smuggling capital out of the country. — 


Australia 


The Australian Loan Council has ruled that public works in Australia must bf 
cut by 25 per cent. It has also decided in favour of an increase in the rate oe 
interest on new Government loans from 3} to 3? per cent., and secured under- 
takings from the States Governments to do what ‘they can to restrict hire-purchase 
operations. To slacken the wages-prices spiral the States Governments have 
imposed a price freeze on about 100 articles which play a large part in determining 
the cost of living. 

The Government has announced its intention to refund to growers the 7} per 
cent. levy collected on wool sales in the 1950-51 season. The levy was originally 
intended to provide part of the financing of the proposed minimum reserve price 
scheme which has been rejected by the growers. 

Sir Douglas Copland, the vice-chancellor of the Australian National Univer- 
sity, has urged that Australia should raise a loan in hard currency capital markets 
for financing the import of capital goods. He said that the country’s sterling 
balances could not be used for financing such imports. 

The Board that is being set up under the new Commonwealth Bank Act to 
take over policy control from the governor, has been appointed. The governor 
of the bank and the deputy-governor are members, as well as the assistant governor. 
Four other members are industrialists, another is a former manager of the 
Australian Wheat Board and another a member of the Australian Broadcasting 
Commission. 

Belgium 

A statement issued by the Belgian and Luxembourg Governments has declared 
that these countries will make a concentrated effort to absorb more goods from 
E.P.U. countries to deal with the payments problem created by the emergence 
of their large E.P.U. surplus. Special facilities are being given for importing 
capital equipment from European countries. It also revealed the Governments’ 
intention to tighten up restrictions on imports from dollar sources. 

Two other steps taken by the two Governments to solve the E.P.U. problem 
are the freeing of capital exports to E.P.U. countries and the blocking of a portion 

of the proceeds of Belgian exports to these countries. The blocking order provides 
that, except in the case of remittances of less than Frs. 20,000 which are exempt, 
5 per cent. of the proceeds of Belgian exports to E.P.U. countries shall be retained 
by the collecting bank and paid over to a special account in the National Bank. 
The frozen amounts will be non-transferable and will not be eligible as security 
for loans. 

Belgium is to borrow $15.5 millions from the United States under arrange- 
ments concluded with the Economic Co-operation Administration. The money is 
repayable between 1956 and 1976 and will bear interest at 3} per cent. 








*Other current international banking news is discussed in ‘‘A Banker’s Diary ’’, on pages 205-210 
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Canada 

The Canadian Department of Trade and Commerce has adopted a system of 
import controls as “an express means of waging economic war should the need 
arise’. By virtue of its new powers the Government will be able to prevent the 
movement of goods into Canada from any specific source. It will also be able 
to exercise a closer control over the export of strategic raw materials. 

Direct banking transactions with West Germany have been made possible, 
for the first time since the war, by the decision of the German Central Bank to 
allow authorized exchange dealers to open accounts with Canadian banks. 
Previously all financial transactions with West Germany had had to be routed 


via New York. 
Chile 

The arbitration award in the dispute over the salaries of employees of the 

Bank of London and South America provides for an increase of 15 per cent. in 
. - Pd 

all salary payments as from July 1, 1951. The award also provides for a family 
allowance of 75 pesos per dependant and a month’s salary in December as a bonus 
payment. The agreement is binding on all parties until June 30, 1952. 


Colombia 


The Government has laid down new conditions for the importation of capital 
into the country, for the remittance of profits on such capital and for its subsequent 
export. Broadly, the new regulations allow the import of capital in the form 
of currency or capital goods without restriction and also provide for its repatriation 
or the repatriation of the proceeds of its sale. Similar facilities are being granted 
in respect of foreign loans granted to residents in Colombia. Foreign capital 
already in the country will enjoy the facilities now being granted to new capital 
transfers. 

The preliminary results of the census of foreign investment in Colombia put 
total foreign investment at U.S. $437 millions. Of this sum, $235 millions is 
attributed to petroleum, $32 millions to gold and platinum, $7 millions to the 
Flota Mercante Gran Colombiana and $163 millions to miscellaneous trade 
enterprises. 


Cuba 


A report on the economy of Cuba prepared by the International Bank for 
Reconstruction and Development recommends that the Cubans work out a 
long-term development programme aimed at making the country less dependent 
on the production of sugar. It says that this should be done by promoting new 
enterprises, by encouraging the development of industries producing sugar 
by-products or using sugar as a raw material, by promoting the export of non- 
sugar products, and the building up of domestic production of foodstuffs and 
other goods consumed in Cuba. 


Ecuador 
A decree issued by the Monetary Board of the Central Bank of Ecuador has 
reduced interest rates for agricultural, industrial and commercial operations from 
6, 7 and 8 per cent. to 4, 5 and 6 per cent. respectively. The re-discount rate 
has been cut to 3, 4 and 5 per cent. for similar operations. The adjustments are 
reported to be intended to stimulate trade. 


France 
The Prime Minister, M. Pleven, has outlined the Government’s plan for fighting 
inflation. The main endeavour, according to M. Pleven, would be to raise pro- 
duction which was still only 10 per cent. above the 1939 level, compared with 
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50 per cent. above it in Britain and 60 per cent. in the U.S. It was also intended 
to reform the fiscal system and to suppress certain kinds of agreement on price 
fixing which had resulted in prices for some goods becoming excessive. 

A London banking group, headed by Lazard Bros. and Co., has agreed to 
extend a revolving acceptance credit for the financing of French wool purchases 
from the British Commonwealth in the 1951-52 season. The credit, which is on 
similar lines to those arranged in earlier years, is for an amount of £5 millions, 
but this can be temporarily increased by a further £5 millions at the peak of the 
wool-buying season. 

The French Government has made a final payment of £6 millions to Britain 
under the agreement covering the settlement of claims arising out of the war. 
It has also paid the second of 12 instalments of £8.6 millions on account of the 
agreement covering the repayment of the British post- war loan of £100 millions. 

A new payments agreement concluded with the United Kingdom amends the 
existing bilateral arrangements between the two countries by abolishing the 
clause whereby each country undertakes to hold certain quantities of the currency 
of the other. It replaces it by a provision that balances arising from disequilibrium 
in payments between the two countries shall be settled through E.P.U 


Germany 


Western Germany has been admitted to the sterling transferable account area 
by the British authorities, Western Germany being defined for this purpose as 
the territory of the Fede ral Re epublic of Germany and the French, British and 
U.S. sectors of Berlin. To ensure that the new facilities are used only in respect 
of direct current account transactions, the transferable designation will be applied 
only to those sterling accounts that the German monetary authorities are prepared 
to supervise. All other accounts of firms and individuals in Western Germany 
will be designated as German accounts and will be available only for payments 
to the sterling area or to other German accounts, including German transferable 
accounts. 

The German Federal Republic has become a signatory of the General Agree- 
ment on Trade and Tariffs. The new tariff schedules that Germany must now 
apply are due to become operative on October 21, 1951. 

A detailed analysis of the balance sheets of 2,046 companies made by the 
Dusseldorfer Handelsblatt shows that, in spite of war damage and deterioration 
in plant, 60 per cent. of the companies had maintained the value of their capital 
at pre-war levels. In the case of 15 per cent. of the companies capital value 
had been increased; the remaining 25 per cent. had failed to maintain the value 
of their capital. Altogether about one-tenth of the original Reichsmark value of 
the capital of these companies was stated to have been lost. 

The Allied High Commissioner has announced the enactment of a law clarifying 
the position of liquidated German foreign assets and property removed for 
purposes of reparation and restitution. The law does not provide for any new 
expropriation, the title to foreign assets having been taken from their German 
owners by a Control Council law of 1945, but it secures the recognition in Germany 
of the arrangements already in force. 

West German bank notes, which have been printed abroad since the end of 
the war, will in future be printed in Berlin. 


India 
Negotiations have been proceeding with Britain after an Indian application for 
concessions on releases from sterling balances similar to those which Britain 
recently granted to Pakistan. The clauses in the Anglo-Pakistan Agreement, 
which India wants to see extended to her, concern the transfer of sterling from the 
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blocked account to the No. I account for the purpose of reinforcing working 
balances and the once-for-all conversion of a modest amount of Pakistan sterling 
into gold to strengthen the hard currency element in the country’s external reserve. 

The Finance Minister, Mr. Deshmukh, has stated that India showed a surplus 
of $54 millions on her dollar accounts in the year to June 30 last, compared with 
$39 millions in the previous year. He also stated that towards the end of August 
India’s sterling reserves amounted to £623 millions. 

The currency report of the Reserve Bank of India for 1950-51 reports a 
further fall during the past year in the proportion of Indian exports financed by 
sterling bills on London. It is stated that the percentage of bills drawn or 
remittances received in sterling declined from 62 to 40 per cent., whereas the 
percentage expressed in currencies of hard currency countries rose from 20 per 
cent. to a little over 40 per cent. The trend is attributed to the Indian Govern- 
ment’s policy of building direct trade relations with importing countries. 

The report records an increase during the year of £74.4 millions in the money 
supply, due largely to the emergence of a large payments surplus. It also states 
that though the Government has pursued a cheap money policy it has not been 
able to avoid higher interest rates. 


Indonesia 

Holders of shares in the De Javasche Bank, Djakarta, have been notified 
that they may now sell their shares and/or certificates of shares to the Indonesian 
Government at 120 per cent. of their face value, payment to be made in Nether- 
lands currency. It has been indicated that shares not voluntarily offered for 
sale will be acquired compulsorily as soon as the Government’s nationalization 
measure becomes law, and in that event the Indonesian courts may be asked to 
assess the value of the shares. 


Japan 

A new payments agreement has been concluded between Britain and Japan 
to replace the former overall Payments Agreement concluded between the United 
Kingdom and the Supreme Commander of the Allied Powers in 1948. The new 
agreement is for a period of a year, but can be renewed for further periods by mutual 
consent. The pact, which is examined more fully on another page, gives Japan 
the right to use sterling in settlement of direct current transactions with trans- 
ferable account countries and with the group of countries known as “ other 
countries ’’ for British Exchange control purposes. Japan will use sterling in 
settlement of transactions with sterling area countries. She may also accept it 
in settlement of direct current transactions with transferable account countries 
if she wishes, but she is under no obligation to do so. Both parties to the agree- 
ment have recognized the desirability of keeping Japan’s sterling balances within 
reasonable limits. 


Malaya 


The bill that the Government is introducing to reform the exchange control 
system in Singapore is designed to bring local legislation into line with the United 
Kingdom Exchange Control Act of 1947. It is intended to remedy certain defects 
discovered in operating the existing finance regulations and to confer on the 
Government certain additional powers that, it is claimed, experience has shown 
to be necessary for the smooth working of exchange control. 

The bill provides that all proceeds of exports from Singapore, whatever the 
destination, shall be paid to residents in the Colony; the crediting of such amounts 
to other accounts will now require the sanction of the Exchange Controller. 
It prohibits the import and export of securities without the permission of the 
Controller and restricts, without the assent of the Controller, share dealings 
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between residents in Singapore and persons resident outside Singapore, including 
the Federation of Malaya. In certain circumstances it also empowers the Controller 
to acquire securities, goods or the exchange proceeds of the sale of goods if this 
is considered expedient for strengthening the financial position of Malaya. 

The Governments of Malaya, Singapore and Borneo have agreed that former 
Japanese assets shall be used for the benefit of the territories in which they are 
located. It is expected that they will be used chiefly for financing payments 
under the respective war-damage schemes, but this will not affect gifts made by 
the United Kingdom for these purposes. 


Netherlands 


Although the country’s balance of payments with E.P.U. countries has recently 
shown some recovery after a severe deterioration earlier in the year, the Nether- 
lands authorities have turned down an O.E.E.C. request to continue the policy 
of liberalizing import trade. It has been indicated that for the time being the 
percentage of trade liberalized will be cut back to 60 per cent. of the total, com- 
pared with the 64 per cent. maintained over the past few months. 

The Government has now allowed the rate of interest for long-term borrowing 
to rise to around 44 per cent. from the level of 3 to 3} per cent. maintained up 
to a few months ago. 

Nicaragua 

A recent decree stated that no merchandise may be imported into Nicaragua if 
the date of registration of the relative import licence is subsequent to the date of 
shipment from abroad. Apparently some merchants have been deferring the 
registration of import licences until the goods had almost arrived in port and have 
thus managed to hold back until the last moment the deposit of 100 per cent. of 
the vaiue of the licence that the law requires to be made at the time of registration. 
The Nicaraguan Government believes that this practice has tended to frustrate 
the intention of the exchange law, which aimed at reducing the amount of currency 
in circulation immediately goods were ordered from abroad. 


South Africa 


The Minister for Economic Affairs, Mr. Louw, has admitted that the country’s 
external payments have shown some deterioration but has asserted that this is 
not a matter for concern, being due to the relaxation of import control and the 
need for some stock-piling as a precaution against war. 

The annual report of the National Finance Corporation of South Africa, which 
was formed under official auspices to channel “idle finance ”’ to the points where it 
was needed, shows that call deposits amounted to £84 millions at June 30 this year, 
compared with {67.8 millions a year before. Holdings of Treasury Bills were 
{6.3 millions higher on the year at {58.9 millions and holdings of Union Govern- 
ment stocks {10 millions up at {18.6 millions. Of total investments {62.7 millions 
had a maturity of less than a year. Net income for the year amounted to just 
over {1 million, compared with £466,000 in the previous accounting period of 
nine months. 

Under a new trade pact concluded with Western Germany, German exports 
will be treated by the Union authorities in the same way as the exports of other 
soft currency countries. 


Sweden 
The Commissioners of the Bank of Sweden have recommended the submission 


to Parliament of a bill which would bring the entire Swedish capital market under 
State control. This proposal is discussed in an article on another page. 
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Sweden assumed membership of the International Monetary Fund and the 
International Bank for Reconstruction and Development as from the beginning 
of September. Sweden’s quota in the Fund has been fixed at $100 millions. 
Its subscription to the capital stock of the Bank will be a thousand shares with 
a total par value of $100 millions. 


Switzerland 

The Swiss Federal Government has issued a draft decree which has as its 
object the prevention of over-investment during the present boom period. The 
intention is to encourage Swiss concerns to create capital reserves to be brought 
into use in the event of a trade recession. Participation in the proposed arrange- 
ments will be entirely voluntary. The main feature of the scheme is an under- 
taking by the Federal Government that it will reimburse tax paid on amounts 
placed to special reserve funds whenever these funds are needed and utilized to 
combat an economic recession or create employment opportunities. 


Syria and Lebanon 


The annual report of the Bank of Syria and Lebanon states that the economic 
situation in Lebanon in 1950 was on the whole satisfac tory, due mainly to the 
Government's liberal commercial policy, the development of the free zone of 
Beirut and smooth working of the free market in foreign exchange. It is stated 
that these factors helped the country to make large profits on entrepot trans- 
actions with the hinterland. The report records an increase in the amount of 
money in circulation of about 20 per cent. during the year, but asserts that the 
international value of the currency remained fairly stable, due in part to the 
increase in the gold cover of the note issue. The bank’s own deposits increased 
from 28,610 million to 31,070 million French francs during 1950. 


United States 


An easier turn in conditions in the money market has induced the Treasury 
to resume borrowing on Treasury bills; $1,200 millions were offered in mid- 
September. Official efforts to finance cash requirements by this means had been 
suspended in mid-August because of the shortage of funds available for this type 
of investment. 

A Federal Reserve Board survey shows that the net profits before tax of 200 
corporations were only $6 millions higher in the second quarter of the year than 
in the first; although sales moved up from $12,698 millions to $13,039 millions, 
net profits rose only from $2,227 millions to $2,233 millions. 

The chairman of the Export-Import Bank, Mr. Herbert Gaston, has estimated 
that the bank will be called upon to lend about $500 millions in connection with 
the American programme to develop increased supplies of strategic raw materials 
abroad. Mr. Gaston pointed out that in 17 years of lending activity abroad the 
bank had dispersed more than $5,000 millions and that losses had so far been 
less than one-hundredth part of 1 per cent. 

Official returns estimate net national income for 1950 at $217,000 millions. 
This was a rise of about 9 per cent. when compared with the previous year, 
against a rise in the cost of living over the same period by 6.5 per cent. 

Control of a small Washington Bank known as the International Bank, estab- 
lished at the end of the 1914-18 war, has been acquired by a syndicate of leading 
industrialists. The new owners have stated that they will direct the bank’s course 
into the field of merchant banking and the financing of productive enterprises at 
home and abroad. 
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Appointments and Retirements 


Barclays Bank Norwich District Head Office: Mr. A. C. Fellingham, from Luton, to be district 


managet Nottingham District Head Offi Mr. F. |]. Hart, from St. Peter’s Gate, Notts, to be 
assistant district manager. Luton Trustee Dept.: Mr. B. G. Wooster, from chief office, to be 
manage! Portsmouth Trustee Dept.: Mr. F. S. C. Viveash, from City branch, to be manager, 
Ti Trustee Dept.: Mr. S. W. Riche, from City branch, to be manager Luton Income Tax 
Dept.: Mr. C. J. Gardner, from head office, to be manager. Banbury: Mr. W. H. Williams, 
from Chipping Norton, to be manager Bishop's Stortford: Mr. W. S. Whittingham, from 
Ramsev, to be manager Brighton, Kenvxp Town: Mr. J. E. Clarke, from Steyning, to be manager. 


Chatham: Mr. W. G. F. Waller, from Northfleet, to be manager. Gravesend: Mr. A. G. Morton 
from Chatham, to be manager Grays: Mr. J]. H. L. Muriel, from Upminster, to be manager, 
Guildford: Mr. R. Tregidgo, from York, to be manager Hucknail: Mr. I \. George, from 


Nottingham, to be manager. Northfleet: Mr. A. R. B. Brunt, from Gravesend, to be manager 
Nottingham, Milton St.: Mr. G. H. Briggs, from Long Eaton, to be manager. Sheffield, High St.: 
Mr. A Neill, from Newport, l.o.W., to be manager. Upminster: Mr. S. H. Noble, from 
Stepney, to be manager Watford, High St.: Mr. W. D. Lang, from Oxford Circus, to be manager, 
York, \lansion House: Mr. A. G. Kingston, from Godatming, to be manager. 


British Bank of Iran and the Middle East—Head Office: Mr. H. Musker, O.B.E., M.C., to be 
manager and secretary on retirement, owing to ill-health, of Mr. F. A. Avrton Mr. W. fT. B. 


Bultield to be sub-manager 
British Linen Bank-— J berdeen and Central Aberdeen: Mr. G. J. L. Coltart, from Hawick, to be 
manager in succession to the late Mr. A. H. Michie. Hawick: Mr. W. G. G. Rutherford, from 


Cupar-Fife, to be manager. Cupar-Fife: Mr. H. M. Kirkaldy, from Falkland, to be joint manager 
n association with Mr. C. D. Pagan. Falkland: Mr. H. KWKittles, from Fort-William, to be 
manager Fort-William.: Mr. J. A. Sutherland, from Huntly, to be manager. 

District Bank—Mr. W. H. Rylands, from Warrington, to be assistant inspector Head Office: 
Mr. C. S. Huxley to be registrar. Prestwich, Sedgley Park: Mr. H. W. Benson to be manager. 
Dominion Bank—Head Office, Toronto: Mr. A. ¢ A\shforth, general manager, to be a vice- 
president and director. 

Lloyds Bank—Head Office: Mr. H. T. Dees, from Collingwood St., Newcastle-on-Tyne, to bea 
general managers’ assistant in succession to Mr. G. Hallam, who is on sick leave pending retire- 
ment {dvance Dept.: Mr. H. F. Fear, an assistant controller, Mr. W. W. Lingard, from head 
office, and Mr. H. A. Sharpe, from Swanage, to be controllers. Chief Inspector’s Dept.: Mr. N. B. 
Coston, from Exeter, and Mr. J. H. Ogden, an assistant controller, to be inspectors. Brook 
St., Mr. R. Barber, from head office, to be manager on transfer of Mr. S. H. Collins to Lloyds 
ind National Provincial Foreign Bank Ltd Derby: Mr. H. F. Norris to be manager on retire- 
ment of Mr. E. R. W. Bryson. Exeter: Mr. R. B. Buckler, from Bodmin, to be assistant manager. 
Newcastle-on-Tyne, Collingwood St.:; Mr. G. M. Forster, from Gosforth, to be assistant manager. 
Swanage: Mr. C. J. Evans, an instructor, Staff College, to be manager. Wisbech: Mr. J. E. S. 
Pattinson, from East Dereham, to be manager 

Martins Bank—Head Office: Mr. J. A. Banks to be Liverpool district general manager, on retire- 
ment of Mr. T. A. Johnson; Mr. C. Whiteley to be Liverpool assistant district manager.  Liver- 
pool foreign branch: Mr. A. R. W. Wetherell to be joint manager. Manchester foreign branch: 
Mr. S. Herbert to be manager 

Midland Bank—Calne: Mr. M. R. Scott, from Bristol, to be manager on retirement of Mr. S. R. 
Webb. Gravesend: Mr. K. A. Chambers to be manager on retirement of Mr. A. Cox. Port 
lalbot, Aberavon: Mr. W. E. Clement to be manager on retirement of Mr. P. Hawley. Southsea, 
King's Rd.: Mr. J. D. Everett, from Bath, to be manager on retirement of Mr. C. B. P. Poole. 
National Bank of Scotland—Carluke: Mr. J. A. S. Pringle, from Glasgow, to be manager on 
retirement for health reasons of Mr. \. MacCalman McIntosh. Glasgow, Renfield St.: Mr. R. 
Stewart to be sub-manager. Stornoway: Mr. J. R. McLeod, from Glasgow, Trongate, to be 
joint manager. 

National Provincial Bank— Head Office: Mr. R. H. Cutting, a joint general manager, has 
retired. Mr. F. Keighley, an assistant general manager, to be a joint general manager. Mr. H. 
Pullan, an assistant general manager, has relinquished his duties as head of Advance Dept. to 
assume wider duties. Mr. C. E. James to be an assistant general manager. Mr. C. G. Wheatley 
to be an assistant general manager and head of Advance Dept. Mr. D. E. Spalton to be an 
assistant general manager. Mr. A. C. Irwin, from Cromwell Rd., to be principal of the staff 
training centre. Mr. E. A. Martin to be a joint chief controller. Mr. J. M. Fletcher to be 
chief accountant on retirement of Mr. G. J. Howells. Mr. D. B. Hornzee to be deputy chief 
accountant. Maidstone, Trustee Branch: Mr. A. Stonebridge, from Leeds, to be manager. 
Streatham Hill: Mr. L. C. Woollett, from County Hall, to be manager on retirement of Mr. T. A. 
Gibson. Tottenham Court Rd.: Mr. J. W. Hewlett, from Holborn Circus, to be manager in 
succession to the late Mr. D. R. G. Davies. Ashford: Mr. C. Francis, from Folkestone, to be 
manager in succession to the late Mr. A. F. Summers. CaAristchurch: Mr. H. G. Rugg, from 
Southampton, to be manager on retirement of Mr. R.C. Gayner. Cowbridge: Mr. T. J. Downing, 
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yn Porthcawl, to be manager on retirement of Mr. R. C. Wiseman. Leicestey: Mr. T. A. G 
Jackson, from Sunderland, to be manager on retirement of Mr. J. O. Davies. Margate: Mr. D 


Purnell, from Deal, to be manager. Middlesbrough, Linthorpe Rd.: Mr. A. E. Mattock, from 
Newcastle-on-Tyne, to be manager on retirement of Mr. J. H. Robbie. Newport, Mon.: Mr 
]. R. Wardle, from Mansfieid, to be manager on retirement of Mr. W. S. J. Williams. Pembroke 
Dot Mr. R. G. Thomas, from Queen St., Cardiff, to be manager on retirement of Mr. G. C 
Price. Ramsgate: Mr. R. F. S. Johnson, from Margate, to be manager on retirement of Mr 
W. K. R. Liddell. Sunderland: Mr. D. L. Evans, from Birmingham, to be manager. 

Union Bank of Scotland—Glasgow, Anderston: Mr. G. F. Pettigrew, from Partick, to be 
manager on retirement of Mr. P. C. Smart. Sridge of Allan: Mr. D. F. Middleton, from Aber- 
deen, to be manager in succession to Mr. J. W. Maitland who has been transferred to London 
Westminster Bank—Head Office (41 Lothbury): Mr. R. L. Phillips, O.B.E., T.D., to be a statt 
controller’s assistant. Falmouth: Mr. J. H. Glover, from Exeter, to be manager in succession to 
the late Mr. V. E. Shearme. Nantwich: Mr. D. E. A. Edwards, from Nantwich, to be manager 
on .etirement of Mr. S. Alltree. Temple Fortune: Mr. S. Rickman, from Boreham Wood, to be 
manayver on retirement of Mr. C. T. Bolton. 

Williams Deacon’s Bank—Mr. W. P. Lockley to be secretary on retirement of Mr. A. Wildgoose. 


Letter to the Editor 





Irish Economic Survey 


Sir,—I have observed with regret that my contribution to your “ Irish Economic 
Survey’ in the July 1951 issue of THE BANKER not only elicited Dr. Geary’s 
rather surprising “ rejoinder ’’ in the August issue, but has also occasioned in 
certain sections of the Irish Press the kind of criticism which imputes to the 
author and publisher a desire to denigrate Ireland and the Irish economy. While 
it is impossible to avoid criticism in the examination of any economic situation 

—particularly at the present time when economics are so largely dominated by 
politics—my mind was and is completely free from any motive of denigration. 
And I am astonished that THE BANKER itself, with its long record of impartial 
integrity and of friendly interest in Ireland, North and South, should have been 
accused of being thus motivated. 

Dr. Geary’s hypersensitive ‘‘ rejoinder" puzzles me. It premises an attack, 
presumably intentional and unjustified, on the Central Statistics Office. I have 
since carefully re-read my article and found nothing which could in fact, whatever 
the intentions, be reasonably construed as such an “ attack.’’ As Dr. Geary 
well knows, I have the greatest admiration for the initiative and competence of 
the Office run under his direction. 7 

But not even the best regulated statistical family can know everything, 
because in many cases, as I said, “ the degree of inquisition necessary to obtain 
even approximate answers is appalling to contemplate.’’ The gaps to which I 
referred, and which are not closed by any statement in Dr. Geary’s rejoinder, 
are gaps inherent in the material, not in the Office. I was clearly taking the 
Irish Republic as an example of the complex difficulties faced even by apparently 
simple compilations of economically relevant facts. 

Further, it was implicit in the article that the relevance to any definable 
problem of economic interpretation or policy of such statistics as even the most 
successful administration can collect is at least doubtful. The statisticians will, 
I suppose, object loudly to that statement, but it is only the economists, and not 
the statisticians, who are entitled to judge of the economic value of any statistical 
compilation. 

I do not wish, Sir, to take up any more of your space with a parochial dispute. 
Dublin. Yours faithfully, 


September, 1951. G. A. DUNCAN. 
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Bank tatisti 
anking Statistics 
National Savings 
(£ millions) 
Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Tota) 
(net) (met) (net)* Small (met) (net) (net)* Small 
1947 I 39-7 20.4 27.0 987.1 1949 Sept... - 3.0 - 2.0 7.1 2.3 
II 40.3 -— 3-7 - 19.6 17.0 os « =3.6=— 8.4% Pe 4 4.6 
III 2.7 - 19.8 2.9 — 14.2 MOF... +98 = 8.9 1.8 - 3.0 
IV 16.4 — 25.1 17.2 8.5 Dec. -4.2- 1.9 -12.7 - 18.8 
1950 Jan. -~@6— 2.8 £97:6 15.2 
. Feb. —- 3.2- 2.6 13.0 ‘4 
« 8 20. = ae ‘ ° ps 
194 .. Be: : ro ap <i + ~17- 4-7 a 0.4 
Ill = 4.§ = 20:3 6.4 - 18.4 Mov See ee os eee ig et 
IV hh. ae ee e- May -3.8- 3.4 0.4 - 6.8 } 
y 5 3 3 jane... = ¢.6=— 3.0 — 2.7 = 10.3 
July -4.7- 2.5 - 6.7 — 13.9 
1949 | 2.4 = tg - See 98.5 Aue... «4.45 2.3 —&8 = 92 
Il ‘+ i.8 =. Gee 8.6 a me... ~ 46.8 = “2.9 §.1 = 2.4 
III -7.6- 4.8- 2.7 - 1§.1 Ost. .. -£.2=— 22 8.8 5.4 # 
IV =-C.@= $.8 = 9 2-= 87.3 Nov... = 3.@= 2.7 3.7 - 2.0 Z 
Dec. —- 4.4 - 2.4 -16.8 - 23.6 < 
1950 I ~5.5- 9.1 36.6 22. a -_ a Sg eee Rae Sree fe 
II -10.9 - 9.6 6.4 - 14.1 es 19.3 =e = 3-9 15-5 ze 
III -13.6- 7.5 - 2.4 - 23.5 Mar. .. 9-7 3-5 — 5.5 1-7 0 Z 
IV in 246 2 SS April .. 7.9 = @.2 = t.4 6.1 f 
7-3 
May 2.7 - O.1 -14.7 - 12.1 = 
June .. 4.9 0.2 -I2.8 — 7.7 ae 
1951 I 27.5 3.9 S.9 34.7 July ta 0.7 16.8 — 16.3 g) < 
II 15.3 0.1 — 28.9 — 13.7 Aug. .. 0.5 5.1 — 4.6 — 10,2 xo 
* Including Release Penefit Accounts from July, 1945. Oy 
Ordinary Revenue and Expenditure 4 z 
Year to Ord Ord. By Ord. Ord. o 
Mar. 31: Exp Rev. Deficit Quarters: Exp. Rev. Deficit | NE 
£m. £m. £m. £m. £m {m. HD 
1938 898.1° 872.6 25.5° 1948 I .. 1023.0 1435-8 412.8t 72 
1939 1054.8* 927.3 sa7.. ¢° a wa 613.8 794.8 181 of ak 
1940 1809. 7* 1049.2 760.5* Ill 751.4 831.7 80.2+ > rs 
1941 3867.2 1408.9 2458.3 IV 791.4 802.7 11.3¢ Qk 
1942 4775-7 2074.1 2701.0 1949 I 996.2 1577-9 581.77 <J 
1943 5623.2 2819.9 2803.3 II 754-0 756.7 2. 8+ = 
1944 5788.4 3038.5 2749-9 III 833.0 820.7 12.3 ~ 
1945 6057.8 3238.1 2819.7 Leer 823.7 811.0 12.7 4 
1946 5474.8 3284.5 2190.3 1950 I.. 946.0 1536.3 590.37 s 
1947 3910.3 3341.2 569.1 a 725.2 768.8 43.57 
1948 3187.1 3844.9 657.8t III... 778.2 813.3 35.1f 
1949 3152.8 4006.6 853.8t IV 803.7 791.6 12.1 
1950 3356.6 3924.0 567 4¢ 1951 I 930.8 1604.2 673.4f 
1951 3238.0 3977.8 739.9f II $29.6 846.0 16.4¢ 
*Allowing for loan expenditure. + Surplus. 
Floating Debt 
Sept. 16, Aug. 25, Sept. 1, Sept. 8, Sept. 15, 
1950 1951 1951 1951 195! 
Ways and Means Advances: {m. {m. ém. £m. fm. 
Bank of England ae i pee pi - 
Public Departments 408.2 291.2 320.7 306.9 328.2 
Treasury Bills: 
Tender 3120.0 3230.0 3240.0 3240.0 3240.0 
_. Tap .- 1889.8 2255.7 2499.7 2301.5 2305.4 
Treasury deposit receipts 505.0 325.0 290.0 290.0 265.0 
5923.0 6138.4 6201.0 


0134.4 
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THE BANKER 





Treasury Deposit Receipts 
Raised Redeemed Outstanding+ 
{m £m. : 
1949 Dec. ar ‘ 260.0 142.5 
1950 March 31 : — 29.5 
June 140.0 190.0 


ES RR 


RAS 


Sept 30 : 55.0 ~~ 
Dec we : 100 .¢ 139.0 
Jan ee és — 105.0 
Feb 7 ae ; 80.0 
March 31 ‘ A ‘ 146.5 
April 28 , ; ¢ 94.0 
May ae = i 5 75.0 


June Me) as dite ws ( 25.0 


2 A ae 


\ 


July 28 

FE 25 ana 35.0 54.5 
* Periods ended on last Saturday in each month, except at final month in each quarter. 
+ The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 


IQg5I Net New 
Week ended: Raised Redeemed Borrowing 
June 16 .. 25.0 -— 


1951 Net New | 
Week ended Raised Redeemed Borrowing | 
Mar Ger 1.0 - 1.0 
i. 25. - 25.0 = 23 
17 25 45. - .O 
24 30. ; 10.0 
BE as 35. 35. = 6.5 
7 ; 25 55.0 
I4 5.¢ 25.0 
; 5. 44. - 
We 24. 
5 


I2 


July 


Aug. 


Ne aS ee ee 


ie) 


wow 


Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Financed by : Reserves 
Deficit ——— — — —_———— at end of 
Years and U.S. and Purchases S. African Change Period 
Quarters Canadian from Gold E.R.P. in 
Credits I.M.F Loan Reserves 
1940 ; rv 1123 - - + 220 2696 
1947 - 3273 40 - — - — 618 2079 
1948 ‘ck ih 352 12 325 5 — 223 1856 
1949 : 
I ‘ P 33 30 56 1912 
I] ik as 2 30 262 1651 
III ; “i 5 29 225 1425 
IV , ‘ 27 263 1688 





Total, 1949_—Clyj j : 116 168 1688 


1950: 
I es 1984 
I! ; . } 2422 
Ill ‘ ae 2756 
IV a a - ) 3300 


Total, 1950... ‘ 3300 
1951: 

ah ake 3758 

II wh . +5 ; 3867 











